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NATIONAL BANKING ASSOCIATIONS. 



December 17, 1894. — Committed to the Committee of the Whole House on the state 
of the Union and ordered to be printed. 



Mr. SPBiNaEB, from the Committee on Banking and Carrency, sub- 
mitted the following 

REPORT: 

[To accompany H. R. 8U9.J 

The Committee on Banking and Currency, to which was referred the 
bill (H. R. 8149) to amend the laws relative to national banking 
associations, to exempt the notes of said banks from taxation upon 
certain conditions, and for other purposes, having had the same under 
consideration, report the same back with the recommendation that it 
pass. 

The laws of the United States heretofore i)as8ed authorizing national 
banking associations to issue circulating aiotes require that the banks 
issuing them shall deposit with the Secretary of the Treasury bonds of 
the United States as a security for the ultimate redemption of such 
notes. The amount of circulating notes can not exceed 90 i3er cent 
of the par value of the bonds. At the time the national banking act 
was passed a bond security of this kind was deemed necessary to 
secure the bill holders against possible loss. 

THE SECURITY REQUIRED. 

Your committee are of the opinion that a security to the full amount 
of the circulating notes issued is no longer necessary for the safety of the 
notes. The bill, the passage of which is recommended by your com- 
mittee does not require the <leposit of bonds of the United States, or of 
any other interest-bearing obligation, but in lieu of such security pro- 
vides as follows : 

First. A guaranty fund consisting of Treasury notes, including the 
notes issued under the act of Congress approved July 14, 1890, equal 
to 30 per cent of the circulating notes applied for. 

Second. A safety fund, which will junount when it reaches its maxi- 
mum to 5 per cent upon the total amount of national-bank notes out- 
standing. 

Third. A first lien upon all the assets of the association issuing the 
same. 

In ciise the guaranty and safety funds and the assets of the failed 
bank are not sufficient to redeem the notes of such bank, a ))ro rata 
assessment upon all the other banking, associations, according to the 
amount of their outstanding circulation, is to be made by the Treasury 
Department, and the banks so assessed shall have a first lieu upon the 
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2 NATIONAL BANKING ASSOCIATIONS. 

assets of each failed bank for the amount properly chargeable to 8uch 
bank on account of the redemption of its circulation. It is believed by 
your committee that the funds thus provided will be amply sufficient to 
secure the notes of failed banks. 

AMOUNT OF THE SECUBITY. 

According to the report of the Comptroller of the Currency for the 
year ending October 31, 1894, it appears that there were at the close of 
that year in operation in the United States 3,75G national banks, with 
an authorized capital stock of $672,071,305. The bill reported by your 
committee limits the ainouiit of circulating notes which any bank may 
issue to 75 per cent of its capital stock. If, under this bill, the national 
banks should take out the entire circulation to which they would be 
entitled, the aggregate of circulating notes would be $504,000,000. The 
6 percent safety fund upon this circulation would amount t^>'f 25,020,000. 
The guaranty fund required by the bill upon this circulation would 
amount to $151,000,000. 

The resources of all the banks at that time amounted to $3,473,022,055. 
It thus appears that upon a possible circulation of $504,000,000 there 
would be a present available security of $151,000,000 guaranty and 
$25,000,000 of safety funds, and an ultimate fund upon which assess- 
ments could be made to the amount of $3,473,922,055. Dnring the 
great financial crisis of 1893, 158 national banks suspended payment, 
having a capital stock of $30,350,000. If the national banks in the 
United States had taken out the full amount of circulation to which 
thej were entitled at that time, under the proposed bill, if it had been 
in force at that time and if the suspended banks had taken out their 
maximum circulation, the notes of such banks would have amounted 
to $22,702,000. Tbirty \)ev cent of that amount would have been 
secured by the deposit of legal-tender notes. This would have left 
$13,934,000 of circulating notes lor payment out of the safety fund, 
which, as before stated, would have amounted to $25,020,000. 

These facts demonstrate conclusively thatif the proposed bill had been 
in force during the crisis of 1893, if all the banks had theretofore taken 
out circulation to the maximum amount allowed by law, and if the 
failed banks had also taken out their maximum circulation, the gua- 
ranty and safety funds would have been ample for the payment of the 
entire circulation of the outstanding notes, and would have left a sur- 
plus of over $11,000,000 still in the safety fund without the necessity, 
even in a great crisis of that kind, of making any assessment on the 
resources of the other national banks. But of the 158 banks which 
suspended i)ayment, 80 banks, with a capital stock of $18,205,000, 
resumed business within the year, and were able to pay all their liabili- 
ties, including their circulating notes. Only 65 banks, with a capital 
stock of $10,935,000, passed into the hands of receivers. If we assume 
that the notes of the 65 banks only were to be paid out of the safety 
and guaranty funds, there would have been only $8,200,000 of notes 
outstanding if all of the bankswhich passed into the hands'of receivers 
had taken out notes to the maximum amount allowed. 

The 30 per cent guaranty fund would have paid $2,460,000 of these 
notBS, which would have leit only $4,100,000 to have been paid out of 
the 5 per cent safety fund. But all of the failed banks had available 
assets ^which would have been applied to the x^aymentol their outstand- 
ing notes. Their unavailable assets, which would have realized some- 
thuig in the end, and the amount which would be received on account 
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NATIONAL BAXKING ASSOCIATIONS. 3 

of the personal liability of the stockholders, would further lessen the 
amount which would have to be paid out of the safety fund. If it 
should be assumed that all of the national banks which were in exist- 
ence on the 31st oif October, 1894, were organized under the proposed 
bill, and that all of them in a great iiuancial crisis should fail, and if 
it should be av^sumed that jill of them had taken out circulation to the 
maximum aniount allowed by the i»roposed bill, the conditions would 
then be as follows: 

The whole amount of circulati(m would be $504,000,000. The guar- 
anty and safety funds in the Treasury would amount to $176,000,000. 
This would leave 832S,()00,000 in circulating notes, the payment of 
which would be secured by pro rata assessments upon all the national 
banks whose resources, as before stated, aniountcd, on the 31st of 
October, 1894, to $3,473,922,* ^55. The amouut of notes, it will be seen, 
would not equal 10 x)er cent of the resources out of which they could 
be paid. The resources of the national banks do not include the per- 
sonal liability of the stockholders, which is equal to the whole amount 
of the stock, and this amount, which at that time, as before stated, was 
$072,000,000, is an additional security for the ultimate redemption of 
the circulating notes. In view of these facts, your committee are of the 
opinion that should the proposed bill become a law, the notes which 
would be issued under it would be absolutely safe under any &nd all 
possible business conditions. 

JOINT LIABILITY FOR CIRCULATION. 

Some doubt has been expressed as to whether banks would take 
out circulating notes under the proposed bill, in view of the remote and 
contingent joint liability of all the banks for the circulating notes of 
each. Your committee are of the opinion that this is not an unreason- 
able reciuirement. National banks enjoy valuable privileges and fran- 
chises. They owe something to the public, in consideration of the 
benefits which they receive from legislation. If they are regardful of 
their own interests and the interests of the note holders there can be no 
loss to them nor to the note holders by reason of this requirement. The 
tax of 1 per centum upon the circulating notes of national banks here- 
tofore required is reduced by the i>roposed bill to one-half of 1 per cent 
per annum. The proceeds of this tax are intended to reimburse the 
United States for the expense of printing bills, in the first instance, and 
reprinting mntilated bills and expenses incident to the issuance and 
ministration of the currency bureau. 

There is also a tax imposed of one-half of 1 per cent upon the amount 
of circulating notes to c<mstitute the safety fund i)rovidcd for in the 
bill, but when this tax accumulates to 5 per cent upon the amount of the 
circulating notes outstanding it is to cease, and will not be reimposed 
nnle^^s the safety fund be reduced in i)ayment of the notes of failed 
banks. The Secretary of the Treasury is authorized by the proposed 
bill to invest any money belonging to the safety fund in United States 
bonds, and such bonds and the interest accruing thereon are to be held 
as a part of the safety fund. 

REDEMPTION OF NOTES. 

The proposed bill provides that each bank shall redeem its notes at 
par on presentation at its own office, or at its own office and at such 
agencies as may be designated by it for that purjiose. Any bank may 
retire any portion of its circulation by forwarding its notes to the Oomp- 
troiler of the Currency for cancellation, and thereupon 30 per cent of 
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4 NATIONAL BANKING ASSOCIATIONS. 

the amount of the canceled notes shall be returned to the bank. This 
permits the bank, when retiring its notes, to withdraw its portion of 
the 30 per cent guarantee fund, but it can not withdraw any amount 
of the 5 per cent safety fund. Any bank which desires to take out cir- 
culation after a portion of the safety fund has been contributed by 
other banks must pay its pro rata share into said fund before receiving 
notes. 

DEFACED AND MUTILATED NOTES. 

The same provisions of law as heretofore existed in regard to defaced 
and mutilated notes are provided in the proposed bill for notes issued 
under it. 

TIME OF TAKING EFFECT. 

Section 7 provides that national banks heretofore organized and 
having bonds on deposit to secure circulation shall, on or before the 
1st day of July, 1895, withdraw suclj bonds, and deposit with the 
Treasurer of the United States a guarantee fund, consisting of legal- 
tender notes, including the notes issued under the act of July 14, 1890, 
equal to 30 per cent of its outstanding circulation at that time, thus 
bringing the existing banks under the provisions of the ne\v law. 

SECTIONS REPEALED. 

Sections 9 and 12 of the act approved July 12, 1882, and section 31 
of the act approved June 3, 1804, and all acts and parts of acts amend- 
atory thereof are repealed by the proposed bill. 

The sections repealed are as follows: 

Sec. 9. That any Dational-baiiking afivsociation now orp:aui%ed, <ir liereiift<*r organ- 
ized, desiring to withdraw its circuhitiii|^ notes, u]>ou a deposit of lawful money 
with the Treasurer of the United States, as i»ro'. ided in section four of the act of 
June twentieth, eijijjhteen hundred and 8t)venty-four, entitled **An act fixing the 
amount of United States notes, providing for a redistribution of natiounl-bnuk cur- 
rency, an<l fi»r other purposes." or as provided in this act, is authorized to deposit 
lawful money and withdraw a proportionate amount of the bouds held as security 
for its circulatiug not<-8 in the order of such deposits; and no national bank which 
makes any deposit of lawful money in order to withdraw its circulating notes shall 
be entitled to receive any increase of its circulation for the period of six months 
from the time it made such deposit of lawful money for the purpose aforesaid: 
Frovided, Thnt not more than three millions of dollars of lawlul money shall be 
deposited durih;; any caleudaruiontli for this purpose: And provided furiher. That 
the provisions of this section shall not apply to bonds called for i*edemption by the 
Secretary of the l^reasury, nor to the withdrawal of circulating notes in consequence 
thereof. 

The Secretary of the Treasury stated l)efore the Committee on 
Banking and Currency that it might not be absolutely necessary to 
rei)eal section 9, above mentioned, for the reason that the i>rop()sed bill 
dispenses entirely with the deposit of bonds and with the payment of 
lawful money to re.leeni circulation, but the spirit of the section is, as 
stated by the Secretary, that the national banks shall not redeem in 
the aggregate more $3,(H)(),0(K) of their circulation per month, and 
having retired any part of their circulaticm they shall not be permitted 
to increase it again until after six mouths. It is for this reason that 
the bill proposes to repeal that section. 

Section 12 is as follows: 

Sec;. 12. That the Secretary of the TreavSnry is authorized and directed to receive 
deposits of gold coin with the Treasurer or assistant treasurers of the United States, 
in sums not less than twenty dollars, and to issue certificates therefor in denomiuu- 
tions of not less than twenty dollars each, correspond! t»g with the denominations ot 
United States notes. The coin deposited for or representing the eertiticates of 
deposits shall be retained in the Treasury for the payment of the same on demand. 

Digitized by LjOOQ IC 



NATIONAL BANKING ASSOCIATIONS. 5 

Said certificates shall be receivable for customs, taxes, and all public dues, and wben 
so received may be reissued; and such certificates, as also silver certificates, when 
held by any national Vianking association, shall be counted as part of its lawful 
reserve; and no national banking association shall be a member of any clearing 
house in which such certiticates shall not be receivable in the settlement} of clearing 
house balances: I'rocidedf That the Secretary of the Treasury shall suspend the issue 
of such gold certiticates M-henever the amount of gold coin and gold bullion in the 
Treasury reserved for the redemption of United States notes falls below one hundred 
millions of dollars; and the provisions of section fifty -two hundred and seven of the 
Revised Statutes shall be applicable to the certificates herein authorized and directed 
to be issued. 

Section 5207 *of the Revised Statutes, referred to iu section 12, pro- 
hibits any national bank from depositing certain kinds of Government 
secnrities as collateral for obligations incurred by them, and that pro- 
vision is made applicable by this section to the gold and silver certifi- 
cates. 

It is the opinion of the Secretary of the Treasury that if the right to 
deposit gold and obtain gold certificates is taken away a greater amount 
of gold will be paid into the Treasury of the United States for customs 
duties than heretofore. 

Section 31, above mentioned, which is repealed by the proposed bill, 
requires each national bank in certain cities to keep a fixed reserve 
equal to 25 per cent of the amount of their deposits, and requires 
national banking associations in other cities to keep a fixed reserve of 
15 per cent on their deposits. 

That part of the section which required the computation to be made 
on the circulation of the bank as well as on the deposits has been 
repealed, so that as the law now stands these banks are required to keep 
this reserve on their deposits alone. 

The repeal of section 31 is not an essential part of the currency sys- 
tem embraced in the proposed bill. The Secretary of the Treasury, iu 
his report to Congress at the beginning of the present session, recom- 
mends this repeal, and gives the following reasons therefor: 

It wiU bo observed that the plan submitted proposes the repeal of all provisions 
of existing laws which require national banks to hold a fixed reserve against 
deposits, Hnd, as this is a departure from the practice which has prevailed continu- 
ously for more than thirty years, it is projier to state, briefly, the reasons which 
have prompted me to make this suggestion. When the national banking system 
was originally authorized it was regarded by many as a doubtful experiment at best, 
and accordingly various precautionary restrictions and liinitations were imposed for 
the security of the note holders and depositors which practical experience has since 
shown to be unneceHsary and somotimes harmful. Among these are the re(iuire- 
meuts that bonds shall be de]>osited to secure 90 per cent of their par value in circu- 
lating notes and that a tixed reserve, which can not be lawfully dinunished, shall • 
be held on account of deposits. The consequence of this last requirement is that 
when a bank stands most in need of all its resources it can not luse them without 
violating the law. 

The necessity for holding a sufHcient reserve against deposits is not questioned, 
and, in fact, the business of receiving deposits and discounting paper ought never 
to be conducted without it. but it should be held for actual use when the occasion 
arises, and not miwlc legally inaccessible at the very time when it was theoretically 
supposed to be beneficial in sustaining the credit of the bank and affording relief to 
its customers. Under the present law, when a bank finds its ret*erve iu danger of 
re<lnction below the legal requirement, on account of the denian«ls of its depositors, 
it is compelled a.t once to call in its loans, thereby increasing tliedisti list and aggra- 
vating the situation, which a judicious use of the reserve would have relieved; and 
besides, at such times, in order to protect the reserve, which is then entirely useless 
for all practical purposes, clearing-house certificates, various forms of time ch( cks 
and bills, and other devices of doubtful l»»gality are habitually resorted to for the 
purpose of supplying circulation to take the place of lawful money Ij'ing idle in the 
ranlts of the banks. 

To provide for a reserve which can not be utilized, even at a time of the greatest 
stringency and distrust, without incurring the penalties of forfeiture, affords 
a most striking illnstration of the impolicy of legislative interference with the 
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6 NATIONAL BANKING ASSOCUTIONS. 

natnral laws of trade and finance. It is not the dnty or province of the Govern- 
nient to control or res^late the private affairs of the people, except for certain well- 
defined purposes, and as the custody aud use of feuds belonging to depositors are 
matters which affect only the interests of the immediate parties they should be left 
to their own judgment and discretion. The duty of the Government, so iar as it 
has any duty in the premises, is dimply to provide that all the currency issued under 
its authority is sufficiently secured to prevent its lo^s or depreciation iu the hands 
of the people, who are compelled to receive and pay it out in the transaction of 
business; but a bank is not dependent upon theGovt-rumeut for authority to receive 
deposits, and its use for that purpose by the public is as juirely voluntary as the 
credit extended to any other corporation or to a private individual. 

Every prudently managed bank, if left free to conduct its deposit and discount 
business in the manner most a<lvantageouH to its own interests and the interests of 
its patrons, will undoubtedly keep on hand a reasonable reserve to meet not only 
all the ordinary demands upon it, but to provide for such emer;;encies as are liable 
to occur in the community where it is located; but it ought not to be prohibited by 
law from using such reserve for the only purposes it was designed to accomplish. 
The average amount of reserve held by all the national bauks does not usually ex- 
ceed 17 or 18 percent of their deposits, while the statistics show that the State banks 
doing a deposit and discount business, and which are not required by law to keep a 
fixeil reserve, have generally kept on hand, in ordinary times, altout 20 per cent of 
their deposits, a fact which conduces strongly to sustain the position that a regula- 
tion upon this subject is not really necessary iu order to secure the safe management 
of banking institutions, and therefore ought not to be eoutiuned. 

KETIKEMENT OF LEGAL. TENDERS. 

Section 9 of tbe proiwseci bill provides that the Secretary of the 
Treasury may iu his discretion use from time to time aiiy 8uri)lu8 
revenue in the redemption and retirement of United States legal-tender 
notes, but the amount of such retired notes shall not in the aggregate 
exceed an amount equal to 70 i>er cent of the additional circulation 
taken out by all of the banks under the proposed bill. This limitation 
upon the amount of legal tenders to be retired is for the pnriK)se of 
preventing any forced contraction of the total volume of the circulating 
medium. Under, the proposed bill an amount of legal tender notes 
equal to 30 percent of the circuhition would be depoi^ited in theTreasury 
and thus withdrawn from circulation. The net increase ol circulation 
would be 70 per cent of the total circulation taken out. The amount 
which the Secretary might retire with the surplus revenues could not 
therefore contract the total volume. 

The reasons for providing for the retirement of legal-tender notes may 
be briefly stated as follows: 

First. The amount of such notes outstanding at this time is about 
$500,000,000, including the notes issued under the act of July 14, 1890. 
A gold reserve of *H)0,OOi»,000 is reiiuired to be kept in the Treasury 
for the redemption of legal-tender notes on demand. In the settlement 
of foreign balances gold is required. A constant drain has been going 
on iur several years in order to settle foreign demands. All persons 
desiring to ship gold abroad obtain it by applying to the Treasury of 
the United States. Those paying customs duties pay in silver certifi- 
cates or legal tender notes. The whole demand for foreign shipment of 
gold is upon the Treasury of the United States. When the gold reserve 
is reduced below what is deemed by him a safe limit the Secret^iry of 
the Treasury issues bonds to replenish it, and after it is replenished the 
drain continues, and the gold reserve is again brought below the limit. 
Another issue of bonds beiomes necessary, and thus results a contiu- 
ous repetition of bond issues. 

Second. There is an apprehension in the minds of investors, both in 
this country and in Europe, that at some time the Government may 
fail to pay the legal-tender notes in gold on demand. This apprehen- 
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sion gives insecurity to investments and prolongs the financial depres- 
sion. It is believed by yonr committee that if the volume of legal- 
tender not-es could be gradually reduced by applying the surplus reve- 
nues for this purpose better financial conditions would prevail. 

GOVERNMENT LIABILITY. 

It should be stated in this connection that the proposed bill will 
-exempt the Government of the United States from all liability for the 
redemption of national-bank notes and place the sole responsibility 
upon the banks themselves. The banks will be amply able to take care 
of their own issues, the Government will be released from any liability, 
and bill holders will be secured under the provisions of the proposed 
bill from any x)ossible loss. 

BANK FBOFITS. 

The Secretary of the Treasury submitted to your committee an esti- 
mate prepared in the office of the Comptroller of the Curreucy as to 
tlie probable profits of circulation by national banks under the pro- 
posed bill as compared \ ith profits under the existing law. The state- 
ment of the Secretary of the Treasury upon this subject is as follows: 

ITiKler the plan proposed a national bank having a capital of $100,000, and beinff 
therefore entitled on a deposit of 30 per cent to take ont a circulation of $75,000, woold 
make profit for the first .year and for all the years up until the ])oint was reached 
where the nafety fund of 5 per cent was complete of $1,072.93. The expenses that 
are charged to the bank are the annual cost of redemption of its whole circulation, 
the taxes, the express charjxes on the whole of its circulation, the cost of plates, and 
the agents' fees for redemption. Every item of expense has been deducted. Th^ 
net profit on the $75,000 of curreucy for the first year is calculated at $1,972.93, and 
after the first year at $2,722.93. 

A national bank doing business under the present law on a deposit of 2 per cent 
bonds would realize nnder the present system a profit of $434.28 after the same deduc- 
tions have been made, and a national bank issuing circulation of $75,000 on 4 per 
cent bonds would have a profit of $611.50. 

If a bank is issuing currency on a deposit of 5 per cent bonds its net profit on 
$75,000 circulation is $559.83 ; and if it is issuing its circulation on 6 per cent currency 
bonds (which are selling at a less premium, but pay a higher rate of interest) the 
profit on a circulation of $75,000 is $1,648.17. 

Statement 9homng profit aecrving to a hank issuing circulation upon the plan proposed by 
the Secretary of the Treasury. 

[Under plan proposed by the Secretary.] 

A bank with $100,000 capital could receive $75,000 in notes, but must deposit 
$22,500 in legal tenders. 

$75,000 loaned at 6 per cent would yield $4, 500. 00 

Deduct expenses, etc., vix: 

Loss of interest on $22,500 invested in "legal tenders" 

deposited at 6 per cent $1, 350. 00 

Annual cost of redemption of $75,000 circulation . 37. 50 

Kxpress charges on $75,000 circulation 2. 50 

Cost of plates for $75,000 circulation 6. 25 

Agent's fees on $75,000 circulation 5.82 

This charge is based on cost of present plan of redemption. 

i of 1 per cent tax on $75,000 for *' safety fund " 187. 50 

J of 1 per cent tax on $75,000, Bureau expenses 187. 50 

1, 777. 07 

1 per cent tax on $75,000 for " safety fund " first year 750. 00 

2,527.07 

Net profit on $75,000 first year 1,972.93 

Ket profit on $75,000 after first year 2,722.93 
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SfaUmenl $hofriffg profit (accruing to a hank issuing circulation hosed upon a deposU of 
Inited States 2 per vent bonds October 31 y 1894, 

Amount of bondB Decessary to secure $75,000 circulation $86, 805. 55 

Interest on $86,S05.55 bonds (costing, at 90 per cent, $83,333.33) at 2 per 

cent , 1,736.11 

Interest on ;^75,000 circulation at 6 per cent 4, 500. 00 

Gross profits 6,236.11 

Deduct: 

1 per cent tax on $75,000 circulation $750. 00 

Annual cost of r«)demption 37.50 

Kxprefis charges 2. 50 

Cost of plates for circulation 6.00 

Agent'sfees 5.83 

801.8$ 

Net profits 5,434.28 

$83,333i (cost of bonds) would yield at6per cent 5»000.00 

Net profit in favor of circulation 434. 28 

Statetnent showing profit accruing to a hank issuing circulation based upon a deposit of 
United States 4 per vent bonds, October SI, 1894, 

Interest on $83,333.83 bonds (worth at 115 $85,833.33) at 4 percent... $3,333.33 
Interest on $75,000 circulation at 6 per cent 4,500.00 

Gross profits 7,833.33 

Deduct : 

1 per cent tax on $75,000 circulation $750 00 * 

Annual cost of redemption 37. 50 

Express charges 2. 50 

Cost of plates for circulation 6. 00 

Agent's fees 5. 88 

Siuking fund (reinvested quarterly) to liquidate pn^mium. . . 670. 00 

1,471.83 

Net profits 6,361.50 

$95,833.3:^ ( cost of bonds) would yield at 6 per cent 5, 750. 00 

Net profit in favor of circulation 611.50 

Statement showing profit avvrmng to a bank issuing drcnlafion based upon a deposit of 
Vnitvd States 5 per cent bonds, October ,il, 1S94, 

Interest on $83,333.33 bonds (worth at 119 $99,166.66) at 5 per cent $4, 166. 66 

Interest on $75,000 circulation at 6 per cent 4, 500. 00 

Gross profits 8,666.06 

Deduct: 

1 per cent tax on $7r),000 circulation $750. 00 

Annual coHt of redemption 37. 50 

Express charges 2. 50 

Coat of jilates for circulation 6. 00 

Agent s fee 5. 83 

Sinking fund (reinvested quarterly) to liquidate promiuui ... 1, 355. 00 

2,1.56.83 

Net profits 6,509.83 

$99,166.66 (eost of bonds) would yield at 6 per cent 5, 950. 00 

Net profit in favor of circulation 559. 83 
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Statement showing j^ofii accruing to a bank Usuitig circulation hosed upon a deposit 
of ignited Stahs 6 per cent bondSf October ,ti, 1S94, 

Interest on $83,3a3.33 hondH ( wcirth at 108 $90,000) at 6 per ceut $5, 000. 00 

Interest on $75,000 circiilatiun at 6 per cent 4, 500. 00 

Gross profits 9,500.00 

Deduct: 

1 per cent tax on $75,000 circulation $750. 00 

Annual cost of redemption 37. 50 

Express charKes ^ 2. 50 

Cost of plates for circulation 6. 00 

Agent's fees 5. 83 

Sinking Ibml (reinvested quarterly) to liquidate premium.. 1,650.00 

2,451.8S 

Net profits 7,048.17 

$90,000 (cost of bonds) would yield at 6 per cent 5,400.00 

Net profit in favor of circulation 1,648. IT 

STATE BANK& 

Section 10 of the proposed bill provides for repealing the 10 per cent 
tax ax)on the circulating notes of State banks on conditions whicli are 
set forth in that section. These conditions are: 

(1) That such bank has at no time had outstanding its circulating notes in excess 
of seventy-five per ceutum of its paid-up and unimpaired capital. 

(2) That its stockholders are individually liable for the redemption of its circu- 
lating not»*s to tiie full extent of their ownership of stock; but this shall not be 
required in^he caseof persoUH holding stock as executors, administrators, guardians, 
or trustees, if the assets and funds in their hands are liable in like manner and to the 
same extent as the testator, intestate, ward, or person interested in such funds 
would be if living and competent to act and hold the stock in his own name. 

(3) Thai the circulating notes constitute by law a first lien upon all the assets of 
the bank. 

(4) That the bank has at all times kept on deposit with an ofiicial of the State 
anthorized by law to receive and hold the same, a guaranty fund in United States 
legal-tender notes, including Treasury notes of eighteen hundred and ninety, equal 
to thirty per centum of its outstanding circulating notes; and 

(5) That it has promptly redeemed its notes at par On demand at its principal 
office, or at one or more of its branch olhces, if it has branches. 

It will be seen that these conditions, if observed by the States, will 
throw aronnd the State-bank circulation the most essential safeguards 
which are provided for the national currencjy. If they arc not observed, 
the 10 per ceut tax will be imposed, and the notes will thus be sup- 
pressed. It is true that sonie conditions required for national currency 
are not required for State- bank currency, but, in order that State-bank 
currency may be made equally safe, the States must provide the addi- 
tion al'safeguards, if any, which may be necessary. 

SUFFICIENCY AND FLEXIBILITY. 

Your committee are of the opinion that if the proposed bill should 
become a law it will provide for a safe, sufficient, and flexible currency. 
One of the chief objections to the present currency system in this country 
is want ot flexibility. The amount of paper currency in circulation in this 
country, except as to national-bank notes, is fixed by statute. The 
bond security required for national bank notes makes flexibility very 
difficult, if not impossible. Such flexibility as i« required by the con- 
ditions of trade and commerce is absolutely wanting. The proposed 
bill requires that the Secretary shall keep on hand blank notes, which 
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can be issued at any time to any amount which may be required by 
business conditions, within the limit of the circulation permitted under 
the bill. 

Thus provision is also made for retiring notes promptly when the 
banks may desire to do so, and as the outstanding notes will be taxed 
one-half of 1 per cent per annum, and as the i tanks taking them will 
be deprived of 30 per cent thereof in legal tender notes, there will be 
an inducement to retire the circulation when it is not needed, and at 
the same time an inducement to take out circulation when business con- 
ditions require it. 

The extraordinary conditions which confront the Treasury Depart- 
ment have constraiued the members of the majority of the committee, 
while not agreeing to all the provisions of the bill nor to all tbe reason- 
ing employ^ in this report, to concur in reporting the measure to the 
House for its consideration, each reserving to himself tlie right to offer 
such amendments as he may deem proper and to vote on the bill finally 
as he may determine. 

All of which is respectfully submitted. 
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VIEWS OF THE MINORITY. 

The miuority of the Committee on Banking and Currency, to which 
was referred bill 8149, '*To amend the laws relating to national banking 
a6s<>ciations, to exempt the notes of State banks from taxation upon 
certain conditions, and for other purposes," having had the same under 
consideration, most heartily and enthusiastically join the Democratic 
majority of the committee iu repudiating bill H. R. 8149, known as the 
Carlisle bill. 

We find the Democratic majority using the following words: 

The extraordinary conditions which confront the Treasury Department have con- 
strained the mem hers of the majority of the committee, while not a^^reeing to aU the 
provisions of the biU nor to all the reasoning employed in this report, to concur in 
reporting thq measure to the House for its consideration, eaoh reserving to himself 
the right to ofier such amendments as he may deem proper and to vote on the bill 
finally as he may determine. 

We submit the following statement of why we were shut up to a dis- 
approval of the Carlisle bill, and this course only, much as we appre- 
ciate the pressing demand for wise and prompt action by Congress to 
relieve the strained financial condition of the whole conntrj', and more 
especially the pressing necessities of the United States Treasury. 

The whole action of the party majority of the committee was most 
extraordinary and not approved by its voting majority. Secretary 
Carlisle read a part of the bill on the first day of his aildivss to the com- 
mittee, saying he had not finished dictating it and would bring it in 
when he finished his address to the committee on the following day, 
which he did. It was not again read or in any manner considered in 
committee, and an opportunity to consider or amend it was refused to 
all members, Democrats and Kcpublicans alike. 

On Saturday at 4 p. m., immediately upon the close of the examina- 
tion of Mr. St. John, of New York, a motion was made to close the hear- 
ing and go into executive session. Upon the attempt of a member of 
the minority to make a motion to take up the bill for consideration they 
were informed by the chairman, Mr. Springer, that the Democratic 
party majority had concluded not to submit the bill to the committee 
for any mqtion whatever, but to report it to the House on Monday, and 
that each member could otter what amendment he chose in the House. 
We, therefore, make no apology for neglecting to obey the House, as 
boaud on our oaths to do, in rei)orting bills submitted to us, viz, to 
rejwrt them to the House in as perfect a draft as we can devise, in order 
to relieve the House from considering and perfecting imperfect and even 
crude bills designed to accomplish what it is the desire and duty of the 
House to do. This plain statement is due the Republican minority, 
who really represent the voting majority of the committee, in order to 
excuse us from a share of the just criticism which should fall upon 
those who, with unseemly haste precipitate upon the House a bill which, 
in our judgment, is as faulty in its text, as well as in important provi- 
sions, to accomplish the object it purports to attain as any bill any com- 
mittee has ever reported to any Congress. 

11 
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This criticism of tlie bill will not only be found to be eminently just, 
but far witbiu tbe truth when the Carlisle bill is compared with the 
magnitude of intei^ests that would be injuriously affected by itij enact- 
ment into law as it is rejwrted. It is the opinion of a number of 
the most clear-headed and eminent financiers in the country that if the 
Carlisle bill was enacted into law within twenty days that it would 
precipitate a panic far more severe than that of i8<.>3, as it would com- 
pel the forced sale upon the market of nearly two hundred millions of 
United States bonds within six months. 

This haste to report this bill is all the more inexplicable when it is 
remembered that Secretary Carlisle testified that this bill, which he4iad 
drafted himself for the relief of the Treasury, would not, in any event, 
relieve it materially for five ye«irs, and might not for twenty years, as 
follows: 

Mr. Walkkr. Have you thought of how long a time it would take to retire the 
greeiil>ark8f 

•Secretary Carlislk. It might be that it would take twenty years, and it might be 
done in tive or Bix yearH. 

Section I, line 3, repeals " all acts and parts of acts which require or 
authorize the deposit of United States bonds to secure circulating 
notes," etc., instead of "so much ot all acts and parts of acts," etc. 
How many thousands may be seriously injured by such needlessly 
wholesale rei)eal of statutes, or whether the Supreme Court, after years 
of litigation, might by (construction reenact some parts of such statute 
which Secretary Carlisle had repealed, no one can fell. 

Section V, lines 11 to 14, inovides that ''eaeh association hereafter 
organized, and each association applying for additional circulation, 
shall pay its pro rata share int^) the said fund before receiving notes," 
without defining how the total fund or each share shall be ascertained. 

Lines 10 to 19 of the same i)aragraph ])rovide that ** when a national 
banking association becomes insolvent it« guaranty fund held on deposit 
shall be trtmsferred to the safety fund herein i>rovided for and applied 
to the ledcinptioii of its outstanding notes." That is to say, it is merged 
in the safety fund, and again there is no provision in the bill for the 
use of the safety fund except by implication in the lines quoted. 

Lines H) t^) 2i of the same ])aragraph provide that '*in case the said 
last mentioned fund (safety fund) should at any time be impaired by 
the rexlemptioii of the notes of failed national banks, and the immedi- 
ately available assets of said banks are not sunicient to reimburse it, 
said fund shall be at once restored by pro rata assessments upon all the 
other associations,'' and lines 25 to 2S read: "Associations so avssessed 
shall have a first lien upon the assets of each failed bank for the amount 
proi)erly chargeable to such bank on a<*count of the redemption of its 
circulation," and these are all the provisions in the bill of how anyone 
is to proceed, and witiiout defining who shall proceed to do it, or as to 
how tlie notes of failed banks shall be redeemed. That is, on the face 
of the Carlisle bill, when a bank fails its guaranty fund is to Ix* paid 
into the safety fund. Then the notes of the failed bank are to be paid 
out of the safety fund. Then all of tlie national banks in the country 
are to be assessed to make up the safety fund, if depleted in the proc- 
ess, and then all the national banks of the country are to put in their 
claims to the receiver of the failed bank for the moneys they have paid 
on assessment for the payment of the notes of the failed bank. 

Probably Secretary Carlisle intended to provide that the guaranty 
fund of the failed bank should be first expended in taking up the 
currencv notes of the failed bank and that whatever additional sum 
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was necessary should be taken out of the safety fund to complete their 
redemption, and the safety fund should be replenished out of the assets 
of the bank, and if there was a deficiency in the assets of the failed 
bank which was made up out of the safety fund, that all of the banks 
should be assessed to make good the safety fund. 

These two oversights are accounted for, probably, by the haste with 
which the bill was drawn, for, as before stated, Mr. Carlisle informed 
the committee that he had dictated it very hastily to his stenographer, 
when it is the opinion of many that there i» not a man in the country 
who can draw any bill to accomplish what the Secretary has attempted 
without spending nearer a month than a week in studying the far- 
reaching eli'ects of its provisions, in order to make it safe to enter upon 
legislation affecting interests of such magnitude. But these things 
are of little consequence and belittle rather than enlarge the fatal and 
inexpressibly important objections to the bill as a whole. 

Whatever legislation is had with reference to the finam^es of the 
country or banking in its effect upon national banks should be per- 
missive and not mandatory as to national banks while their present 
charters continue. To provide, as in section 7, *• that every national 
banking association heretofore organized and having bonds on deposit 
to secure circulation shall, on or before the first day of July, eighteen 
hundred and ninety-five, withdraw such bonds and deposit with the 
Treasurer of the United States a guaranty fund consisting of United 
States legal-tender notes, including Treasnryiiotes,"can not be justified 
ni)on any jmnciple of sate legislation. As has been before stated, it 
could not fail to produce a panic, and the recklessness of such legisla- 
tion w<mld startle not only financiers in this country but of the world. 

To pass over many most serious objections in minor details that the 
great and fundamental objections may not be obscured, the ])rovi8ion8 
of exemptions as to State banks, notwithstanding the many restrictions 
imposed upon them, would drive every existing national bank that 
desires to take out circulating notes into the State bank system if the 
bill were enacted. 

The taxation of national-bank notes is one half per cent per annum 
ill section :^ of the bill and one half per cent per annum under section 
5 of the bill, making a total of 1 per cent per annum, which would be 
a taxation of five million per annum upon the banks under the national 
system, which there is no reason to beh'evo from any experience of the 
past would be imposed upon them under any State system. Further- 
more, the States, even the most conservative among them, would be far 
more liberal than the United States will ever be or ought to be as 
regards bonds or any other security or re(lempti<ni fund, for they recjuire 
the deposit of no bonds whatever. We can not believe that it was the 
intention of the framers of the Carlisle bill to make the conditions 
under which national banks should issue currency any more onerous 
than those im]>osed or likely to be imjmsed upon State banks, or that 
it was the intention of Secretary Carlisle or of those who now enthu- 
siastically support the Carlisle bill or will vote for it in Congress to 
force the national banks* to operate under State charters, and yet 
frankness comi)els us to say that we feel assured from our examination 
of it, and from the testimony taken before the Banking and Currency 
Committee, that such would be the inevitable effect of the bill if it 
became a law in its present form. 

Time has not been allowed us for a careful examination of the evi- 
dence or a more methodical and thorough analysis and formal objection 
to the various provisions of the bill, but we particularly desire to call the 
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attention of the House to the fact that of the witnesses not more than 
one or two who appeared before the committee failed to seriously object 
to the Carlisle bill, and even those witnesses upon cross-examination 
repudiated many sections of it. The witnesses were not voluntary 
witnesses, whose most conservative and reasonable fears have been 
aroused lest the bill be enacted, but witnesses invited by the chairman 
of the committee, of his own motion, without consulting the committee. 
These gentlemen were eminent as financiers, and as unprejudiced as 
any men are likely to be, and yet there are scores of men in the country 
as eminent Jis they who would gladly have appeared before the com- 
mittee and have spoken in tones that would have given pause to any 
such legislation as that proposed in the Carlisle bill. 

The chairman, Mr. Springer, presented a letter to the committee, 
read it, and proposed to put it in the record, approving the Carlisle 
bill, from a western banker, and when asked if he had other letters 
from bankers concerning the bill he replied, "Yes; many — fifty," and 
when asked if they all approved of the bill, his reply was, ''I^o; ouly 
this one." 

The passage of the Carlisle bill may meet some political exigency, of 
which we do not know, but we do know that its passage will aggravate 
rather than relieve the perplexities of the financial situation, and 
especially that of the United States Treasury. The United States 
legal tender notes withdrawn from circulation, did all existing national 
banks take out all the circulation permitted under the bilj, would only 
be $151,000,000, still leaving $360,000,000 to vex the Treasury. This 
would not aflbrd any substantial relief to the constant drain of gold 
from the Treasury. 

It would make still more conspicuous and thus more urgent the* 
demand made for gold upon the Treasury and the notes issued under the 
bill would make confusion worse confounded in the currency by adding 
from 1 to45morekinds of money to thosealready existing. Twice within 
a short time has the House declared its unalterable opposition to allow- 
ing State banks to issue currency notes, once on June 6, 1892, by a vote 
of 84 for to 118 against it, and again under the leadership against State 
banks of the gallant and versatile gentleman from Illinois, the Hon. 
William M. Springer, on June 6, 1894, by a vote to repeal the 10 per 
cent tax of 102 for to 372 against. Therefore, we protest against again 
consuming the time of the House in a profitless discussion of that 
objectionable section of the Carlisle bill. 

Finally, we are of the opinion that it is not safe for the House to 
enter upon the line of legislation proposed until some bill is brought 
before it that has received far more attention than the Carlisle bill, 
and we reco.iimend that it be indefinitely postponed. 
Ilespectfuliy submitted. 

J. H. Walkeb, 

M. Bkosius, 

Thos. J. Henderson, 

Charles a. Russell, 



Washington, December 17, 1894. 



Nils P. Haugen, 
Henry U. Johnson. 
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NOTES OP HEARINGS BEFOEE THE COMMITTEE ON 
BANKIZ^G AND CURRENCY OF THE HOUSE- OF REPRE- 
SENTATIVES. 



Washington, D. C, Alonday, December 10^ 1894. 

The committee met at 10 o'clock a. ni. in the room of tjie Committee 
on Ways and Means. 

Present: The chairman (Mr. Sprin^ijer) and Messrs. Sperry, Cox, 
Cobb of Missouri, Culberson, Ellis, Cobb of Alabama, Warner, Johnson 
of Ohio, Black, Hall, Walker, Brosius, Henderson, Russell, Haugen, 
and Johnson of Indiana. 

The CUAIRMAN. The committee has met at this tirne for the pur- 
pose of carrying out its order embraced in three resolutions, passed at 
the last meeting of the committee, as follows: 

Jtesolved, That. l)e«;inning with Monday next at 10 a. m., this oomiuittee take up the 
recommeudationK of t!ie President and the Secretary of the Treasury with reference 
to the fuiTeucy, and that there he invited to appear hefore us the Secretary of the 
Treasury and the ConqitroHer of the Ciirrenoy. 

lUftolred, That the oiiairnian of this coninuttee be authorized to invite such persons 
as he may think prop»*r to ap))ear hefore us in the same matter, and to arrange for 
bearing them, with a view to eompletiuj? aU hearings on or before the 15th instant, 
at which date aU healings shall be closed. 

Hesolved, That meetings of this committee for the purpose of these hearings may- 
be <-alled by the ehuirman at any time during the coming week, and that five mem- 
bers present shall be a quorum for the purposes of such hearings. 

In pursuance of those resolutions, I have invited the Secretary of the 
Treasury to ai)j>ear before the committee at this time and to make a 
statement in relation to the general banking system which he proposed 
ill his annual report. I suggest that that part of Mr. Carlisle's report 
relating t<> the currency be incorporated in the minutes of this hearing. 

The following is the portion of the annual report having reference to 
the subject of the currency and the banking system: 

'' In my last annual report I called attention to the unsatisfactory con- 
dition of our financial legislation, and especially to the issue and redemp- 
tion iA' circulating notes by the Government, and the inability of the 
Secretiiry of the Treasury, under existing laws, to make prompt and 
adequate provision for the support of the public credit. The experience 
of the past year has confirmed and strengthened the oi)iuions then 
exi)ressed, and I therefore respectfully but most earnestly urge upon 
Congress the necessity for remedial legislation during its present session. 
The well-known defects in our financial system and the serious nature 
of the evils threatened by them have done more during the last two 
years to impair thecredit of the Government and the people of the United 
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States, at home aud abroad, and to check our industrial aud commercial 
progress than all other things combined, and our first and [daiaest 
duty is to provide, if possible, some effective method for tbe [irompt and 
permanent relief of the country from the consequences of the present 
unwise policy. A brief statement of thu practical and unavoidable 
results of tlie existing legislation will demonstrate its injurious effects 
upon our financial affairs more clearly than any argument tliat could 
be submitted. 

'^After many fluctuations, the gold reserve held for the redemption 
of United States legal-tender notes was reduced on the 17th day of 
January, 1894^ to the sum of 8(i9, 757,824, and the cash balance in the 
Treasury, excluding the current liabilities, but including the gold 
reserve and subsidiary and minor c<nn, was 883,9f)l,402. The current 
ordinary expenses for the support of the Government were, and for 
some time had been, very considerably in excess of the current receipts, 
and, consequently, it was impossible to i)rocure gold for the reserve 
without resorting to the issne and sale of bonds, under the autiiority 
conferred by the act of January 14, 187.>, commonly known as the 
resumption act. Accordingly, bonds to the amount of $50,000,000, 
bearing interest at the rate of 5 per centum, and payable alter ten years 
from date, being one of the three classes of bonds authorized by the act 
referred to, were issued and sold ibr the sum of $58,GG0,017.(J3, no bid 
having been accepted which would yield the i)urchaser more than 3 per 
centum upon his investment. On the <»th day of March, 1804, the free 
gold in the Treasury amounted to the sum of $ 1 07.440,802, which was the 
highest point that has been reached since March L'5, 1893. The lowest 
point reached by the reserve since the resumption of specie payments 
was on the 7th day of August, 1804, when, by reason of withdrawals iu 
the redemption of notes, it was reduced to 8r>li, 180,500. After that date 
it was slowly replenished by voluntary exchanges of gold coin for 
United States notes by the banks, and by small receipts of gold in the 
payment of dues to the Government, until the 14th day of November, 
1894, when it reached the sum of 801,87u,^74. 

''In the meantime, however, the frequent presentation of noti\s for 
redemption in gold by individuals and institutions not desiring it for 
export, clearly indicated the existence of a feeling of uneasiness in the 
public mind, while foreign exchange was almost constantly at or near 
a rate which made it more profitable to export gold than to purchase 
bills, an<l, consequently,withdrawals f<n* shipment were daily threatened. 
in addition to these causes of anxiety, the vast accumulation «f money 
at our financial centers and the general depression in business which 
prevailed in this country, had so reduced the rates of discount that the 
inducement to keep funds abroad, where better investnients could be 
made, werenuich greater than in ordinary times, and this, together with 
the other facts stated, made it highly imi>rudent to neglect any pre- 
caution which ai>peared necessary to insure the safety of our firumcial 
position. In fact, some shipments of gold were actually made, and as 
the season was apx)roaching when in the usual course of trade and 
financial operations large exportations nearly always occur, it was 
considered absolutely necessary for the maintenance of the public credit 
and the continued execution of the monetary policy declared by Con- 
gress in the act of July 14, 1890, and repeated in the act of November 
1, 1893, to resort again to the issue of bonds. With a current revenue 
inadequate to defray the ordinary current expenses, and practically no 
receipts of gold from customs or other sources, it was evident tliat the 
Treasury would be unable to meet even the usual demands for export^ 
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which, however, would probably be very much augmented by the 
increased appreheustoii produced by the depleted coudition of the 
reserve. Heretofore, when redemptious bave been demanded to any 
considerable a:uount,.they have commenced at a time when the reserve 
was sufficiently large to sustain the loss without seriously endangering 
the credit of the Government, or impairing the soundness of the cur- 
rency; but with a reserve of only |j1,»S78,374 to begin with, it would 
not have been possible at anytime lieretofore, and in my oi)inion would 
not be possible herea ter, to meet the obligations of the Government in 
the manner plainly required by the letter and spirit of the statutes 
enacted by Congress upon the subject. 

"This wiw the coudition of affairs when, o i the I4th day of November, 
proposals were issued for the sale of additional United States 5 per cent 
ten year bonds to the amount of $5(),0v)0,000, reserving in the official 
announcement the right to reject any or all bids, and requiring the pay- 
ment of 20 per cent in gold coin, or gold certificates, ac the time of 
the acceptance of each bid, and !iO per cent at tlic end of each ten 
days thereafter, but giving purchasers the option to pay the whole 
amount at once, or at the maturity of any one of the intervening 
installments. The result of this proposition was that 486 bids were 
received, amounting to $178,836,()o0, nearly all of which were at rates 
which would yield to the investor 3 per cent, or less, upon the 
sums proi)osed to be pjiid. One bid for the whole sum of $50,000,000, 
u|X)n the basis of 2.878 per cent, and being the most advantageous oflfer 
for the Government that wjis made, either singly or by aggregating 
th*». separate bids, was aiM'«*ptcd, and the proceeds of the sale, 
$58,538,500, have nearly all been paid into the Tua>nry according to 
the terms of the sale. 

'*This transaction justifies the opinion that a 2^ iier cent bond, 
having a reasonable time to run, could probably I ave been sold at 
par, and certainly that a 3 per cent bond con id have been disposed 
of at or above that rate. Tiic tact that a bond bears so high a rate 
of interest and has so long a time to run that it must be sold at a large 
premium deters many from offering to purchase and detracts consider- 
ably from its investment and speculative value in the hands of the 
comparatively few who are willing to take the risk of future fluctuations 
in its price. The consequence is that the purchases are made almost 
exclusively by large moneyed institutions and cajutalists who are familiar 
with such securities, and the people generally are precluded from 
investing their savings in the only form which is known to be i)erfectly 
good and always convertible into money. As the authority to issue 
and sell bonds already exists, and the present state of our financial leg- 
islation com|>el8 its occasional exercise, I repeat the recommendation 
made in my last annual report' that, in the interest of the Government 
and people, power be conferred upon the Secretary of the Treasury to 
negotiate loans at a lower rate of interest and for a shorter time than 
are now allowed. The existence of such authority, instead of increasing 
the probabilities of a frequent resort to that means of raising money, 
would have the contrary effect, because, when it is known that the Sec- 
retary of tne Treasury is clothed with ample power and facilities to 
procure means for the maintenance of the reserve, public confidence in 
the ability of the Government to meet promptly all demands upon it 
will be much stronger than under present circumstances. Besides, the 
lH)licy of limiting the Government to the sale of an antiquated bond, 
bearing a rate of interest wholly inconsistent with the existing state of 
the public credit and having a longer time to run than is apparently 
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necessary at the date of its issue, can not be justified upon auy grounds 
of expediency or piinciple. The ouly bonds which the Government 
now has authority to issue for any purpose are described in the refund- 
ing act of July 14, 1870, passed nearly a quarter of a century ago, and 
since then the credit and resources of the country have so greatly 
improved that the fiscal legislation of that period is wholly unsuited 
to the present situation. 

''The law should be so amended as to conform to the conditions and 
requirements of the public credit and service at the present time, and 
1 eai'uestly hope that Congress will take early and favorable action 
upon the subject. 

" Had there beto no statute or public policy requiring the Government 
to r^deein in coin and reissue its own notes and to maintain the parity 
of two kinds of coin of unequal intrinj^ic value, there woukl never have 
been a time since the close of the war wlien the funds in the Treasury 
were not ample for all other i>urposes, and no issue of bonds could, there- 
fore, have been necessary. But while the statutes referred to remain 
iu force, and so long as there are in circulation under the authority of 
the Government two coins unequal iu value, but equal in legal-tender 
qualities, every consideration of good faith and sound policy requires 
the prompt redemption of the notes on presentation in the kind of coin 
deniandeil by the holder and the contttant observance of such adminis- 
ti^tive methods as may be necessary to preserve the purchasing power 
of 1 he less valuable metal. This is essential to the continued circulation 
of our standiud silver dollars and their paper representatives at par, 
and to abandon this ]K)licy, Without substituting a better one in its 
place, woukl not only fail to cure many of the evils now existing, but 
would entail upon thepeo])le of the country additional and greater ones. 

^' Jf, however, the mandatory legislation which keei)S a large volume 
of Government notes in circulation, notwithstanding their repeated 
redemptions in coin, and also imposes upon theGoverjiment an obliga- 
tion to maintain the parity of the two metals in respect to their pur- 
chasing and debt-])aying ijower, is perpetuated, it is evident that the 
Treasiiry must remain in a position which w ill eompcl it to pivxture and 
furnish gold to all who demand it, whether they be our own citizens or 
citizens or subjects of other countries. At the same time it will have 
no lawful or regular means of obtaining gold, except by the issue and 
sale of bonds, thus periodically increasing the interest-bearing public 
debt without either making ])ermanent additions to its stock of this 
metal or diminishing to au}' extent its obligations on account of the 
notes redeemed. Tliis situation is the necessary result of three features 
of our currency legislation, and it can not be permanently avoided, or 
even temporarily improved, without material changes iu our laws 
relating to that subject. These features are: 

''{1) The circulation of United States notes as currency and their 
current redemption in coin on demand. 

''(2) The conq^ulsory reissue of such notes after redemptiim. 

*'(.'5) The excessive a^cumuhition and coinage of silver and the issue 
of notes and certificates against it upon a ratio which greatly over- 
values that metal as compared with the standard unit of value in this 
and the other principal commercial axiutries. 

*' These features are themost prominent characteristics of our finaucia.L 
code and tiiey constitute a monetary system unlike that of any other 
enlightened government iu the world. One of their most obvious. 
etiTects is to defeat all attempts of the Treasury Department to procure 
and keei> constantly on hand a sufiicient amount of gold to inspiire 
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entire confidence at home and abroad in the ability of the Grovemment 
to preserve its own credit and maintain a sound currency for the use of 
the people. Frequent issues of bonds for the purpose of procuring gold, 
which can not be kept after it lias been obtained, will certainly cause 
increased distrust among our own people as well as among the people 
of other countries, and not only swell the volume of our securities 
returning from abroad for sale or redemptioji, but increase the with- 
drawals of foreign capitjil heretofore invested in our domestic enter- 
prises; and it must be admitted by all, no matter what opiniims they 
may entertain upon current questions of finance, that such a condition 
of affairs can not permanently continue without still more serious con- 
sequences to the material interests of all our citizens than have hereto- 
fore been experienced. 

''The result of all our commercial and financial transactions with the 
people of other countries has been to keep us almost constantly in the 
position of debtors, and, generally, to a very large amount. The pros- 
l>erity of our people, therefore, depends largely upon their ability to 
sell their surplus products in foreign markets at remunerative i^rices in 
order to secure money or establish credit abroad with which to pay 
interest and dividends upon loans and other investments which our 
customers there have made here. Ordinarily, when there is no distrust 
of our currency or other discouraging influence, a considerable part of 
the interest and dividends earned by foreign capital in this country is 
annually or semiannually reinvested here, and this, together with the 
tact that under normal conditions the balance of trade is in our favor, 
enables our peo])le to meet their obligations abroad without reducing 
their stock of money at home. But, when distrust arises, either as to 
our abilitv to pay or as to the value of the money with which we 
intend to pay the foreign capitalist not only ceases to reinvest, but pro- 
cee<ls to withdraw all his money by disposing of his American securities 
in order to protect both capital and income against threatened depre- 
ciation. There are but two ways in whic^li this withdrawal can be 
effected; one is for our peo])Ie to export and sell their commodities in 
foreign markets to a sufficient amount to create a balance of credit in 
their favor equal to the amount to be withdrawn, and tlie other is to 
ship gold, tliat being the only money recognizocl in the settlement of 
international balances. The extent to wliich these withdrawals have 
occurred during the last two years, and the manner in wliich they have 
been accomplished, are partially shown by the facts that, although our 
exports of merchandise, including silver bullion, exceeded our imports 
during the fiscal year 18 3 to the amount of '*?3(>,*J71),7i)5, the net export 
of gold was $8(5,807,275, while during the fiscal year 1894 the net 
expoit of that metal was 'S4,172,G*)r), notwithstanding the balance in 
our favor on account of merchandise and silver bullion sold abroad 
amounted to §^2(34,31 4,(><J3. It thus appears that our people were com- 
X>elled to pay abroad in merchandise and gold during the time named 
at least §391,<I00,()00 more than they received back, and this vast sum 
has been abstracted largely from the ac^tive business enteri)rises of the 
country, so affecting their growth and i)rospenty as to limit consump- 
tion, reduce prices, and discourage productive industry. 

''But, independently of these consideiations, our own people have a 
clear right to demand a sound and stable cuirency for use in the trans- 
action of their business at h<nne, while their purely commercial relations 
with the people of other countries, upon whom the producers of export- 
able commodities are compelled to rely for the ccuisumption of their 
surplus, can not be profitably maintained unless they are always in a 
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condition to pay for wluit tliey buy in as good money as tliey receive 
for wbat they sell. We can not, therefore, preserve our trade relations 
with the best customers for our siirphis proclncts unless we maintain a 
monetary system substantially in accord with theirs; and until they 
manifest a disposition to cooperate with us in effecting a change upon 
terms just and fair to all our interests, we ought to continue <!ur adhesion 
to the gold standard of value with as large a use of silver as is consistent 
with the strict maintenance of that policy. But in order to insure the 
success of such a policy, it is necessary not only that the Government 
should be at all times prepared to redeem its direct obligations in the 
standard unit of value and preserve equality in the exchangeable value 
of all its legal tender coins, but that its ability and determination to 
discharge this duty shall be so manifest as to command the entire con- 
fidence of the ]mbiic. 

"Since the resumj)tion of siu'cie i)aynients, on the 1st day of January, 
1879, United States h»gal tender notes, and Treasury notes issued under 
the act of July 14, 181)0, have been rcdeeiiicd in gold to the amount of 
$200,000,000 and all the notes so redeemed have been reissued and are 
now outstanding. They are a constant menaie to the gold re.**erve, and 
no scheme of tinancial reform can be coini)lete or eflectual which does 
not provide at least for their gradual eliminaticin irom ourcur.ency 
system. To retain them as a part of the currency of the i)eople and 
refuse to redeem them in stanclard coin on demand would be repudia- 
tion in its most odious form, because the larger ]>art of these notes 
were forced into the circulation by the (lovernment at a time and under 
circumstances which justified tlie most implicit reliance upon its good 
faith. On the other hand, to continue their rcdem])tion and reissue 
under present conditions endangers the entire vohinie of our currency, 
discredits the obligations of the Ciovernment and pe<»]»le, increases 
the public debt, and seriously embarrasses the administration of our 
financial affairs. 

" ^^hile no proposition should be entertained that will have a tendency 
to degrade the currency, or in any degree impair jniblic confidence iu 
its safety, 1 am convinced that the inteiests of the country require such 
changes in our legislation as will disconnect tlie Government entirely 
from the business of issuing or reissuing circulating notes and thus 
relieve its liscal department from the peiiodical demands i\\\ou its 
resources which under the existing system must continue to disturb 
the financial and general business affairs of tlie i>e(Ji>le. In ]»ro]>osing 
such changes no consideration sliould be ignon <1 which affects the indus- 
trial or commercial interests of any i)art of tlie country, for all the 
people are alike concerned in whatever juomotes or retards the healthy 
deyeh)j»ment of our great national resources. 

*' It is not the capitalist alone whose interests are affected by the use, 
or threatened use, of a depreciated and fluctuating currency, and the 
consequent deiangement and diminution of business. A paralysis of 
business, whatever nmy be its cause, strikes first the wage earner, then 
the man of moderate means, juul lastly the capitalist who has uccumu- 
lated a suri)lus store of goods or money. A sound and elastic currency, 
cai>able of adjusting its volume easily aiul rajiidly to the actual demands 
of legitimate business, is what the common interests of all our people 
require, and no argument is necessary to show that such a currency is 
imi)ossible under any system of ctimpulsory issue, or reissue, of circu- 
lating notes. Arbitrary regulation of the volume of circulation to be 
kept outstanding is wholly inconsistent with the maintenance of a 
healthy financial condition and is the exercise of a function which does 
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not properly belong to the GoviTiuiient of the United Staters, or any othet 
pablie luithority. Its ettect is to force i)aper currency upon the people 
when it i« not needed, and deprive them of it when it is needed, thus 
estublislnng and maintaining an improper and unwarranted connection 
between tJie Government and the private business affairs of its citizens, 
an<l jnaking their successful prosecution largely dependent upon the 
judgment or caprice of a superior authority having no interest in the 
transactions except, perhaps, a partisan interest not in harmony with 
sound fiscal arrangements. 

*• Under nur present currency system, so far as it consists of notes 
issued by the United States Government, tlie volume of circulation 
was intended to be, and is, in fact, unchangeable; it is unalterably 
fixed at a certain amount and, no matter how great the emergency 
may be, it can be neither enlarged nor diminished. The only 
part of tlie currency possessing in any degree the quality of elas- 
ticity is that issued by tlie national banking associations, and it is 
now generally (»onceded, I believe, that in this respect, at least, it has 
failed to meet the requirements of tlie situation at some of the most 
critical ])eriods in the business afli'airs of the country. This failnre is 
attributable, in my opinion, to three princi])al causes: First, the large 
volume of United States currency of various kinds kept constantly out- 
standing, making the contratttitni or expansion of the comiiaratively 
small national-bank circnlatinn less elective than it would otherwise 
have been; secondly, the dilliculty and delay in procuring, and to some 
extent in retiring, circulatioii ; tliirdly, and mainly, the provisions of 
the law which require 'he deposit of United States bonds to secure 
circulation, ai:d restrict the issue of notes to iK) per cent of the ])ar 
value of the bonds. With 5«fMH).(KKM)(M) in United States notes. Treas- 
ury notes of 1800, silver certificates, and gold certificates, besides about 
8G2.>,000,00<) in gold and silver coins, constantly cmtstanding, none of 
which can be lawfully retired by the Government without substituting 
other currency in its place, the national-bank notes, which amounttoonly 
$207,.')()0,0()(), or about 12 per cent of the whole, can not exert a very 
effective infiuence upon the volume of outstandingcurrency at any time, 
and es])ecia]ly at times when large contractions or exi>ansions are most 
needed. But the greatest difliculties are encountered, and the national- 
banking system, as now organized, is least effective, when the business 
of the country demands quicL exi)ansions of the currency to meet sud- 
den emergencies. In the first i>lace, in order to secure additional cir- 
culation the banks are required, at the very time when money is most 
difficult to procure, to de]>osit United States bonds, worth in the market 
much nu)re than their face value, ui)on which they will receive notes 
only to the amount of 90 per cent ui)on the ])ar value of the securities; 
and, in the second i)lace, under the ])resent laws, which do not author- 
ize the Treasury Deiiartment to prepare ami hold a reserve of blank 
national-bank notes ready for delivery immediately ujion api)lication, 
from thirty to sixty days must ordinarily elapse before the issue can be 
made, and in the meantime the emergency has probably i)assed. Thus, 
the inducement to take out circulation when business necessities are 
greatest is very small, if it^ exists at all, and even if a])])lications are 
made the circulation will probably not be secured until too late to afibrd 
relief. 

" In addition to these obstructions to the prompt increaseand decrease 
of circulation, the ninth section of the act of July 12, 1882, which pro- 
vides for the extension of the corporate existence of national banks, 
expressly prohibits them from retiring their notes to a greater amount 
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than $3,000,000 in the aggre«:ate per month, and enacts that no bank 
which has made a deposit of lawful money in order to withdraw its cir- 
culation shall be permitted to make any increase in its circulation for a 
period of six mouths thereafter. These provisions are so manifestly in 
conflict with the dictates of sound i)olicy that they require no comment. 

"In view of the foregoing considerations, and nmny others that might 
be urged in favor of a reorganization and reformation of our paper-cur- 
rency system, 1 have prepared the outlines of a plan which, in my opin- 
ion, will relieve the Government to a great extent from the burdens now 
imposed u[)on it, secure within a reasonable time a safe and elastic 
national and StJite-bank currency, and result ultim.ately in the i>erma- 
nent retirement of United States legal-tender notes of both classes. It 
is, in brief, as follows : 

''I. Repeal all laws requiring, or authorizing, the deposit of United 
States bonds as security for circulation. 

'•II. Permit national banks to issue notes to an amount not exceed- 
ing 75 per cent of their paid-up and unimpaired capital, but require 
each bank, before receiving notes, to deposit a guarantee fund, con- 
sisting of United States legal-tender notes, including Treasury notes 
of 1890, to the amount of 30 per cent upon the circulating notes applietl 
for. This percentage of deposits upon the circulating notes outstand- 
ing to be maintained at all times, and whenever a bank retires its circu- 
lation, in whole or in part, its guarantee fund to be returned to it in 
proportion to the amount of notes retired. 

" III. Retain the provision of the law making stockholders individu- 
ally liable, and provide that the circulating notes shall constitute a first 
lien upon all the assets of the bank. 

''IV. Impose a tax of one-half of 1 per cent per annum, payable 
semiannually, upon the average amount of notes in circulation, to detray 
the expenses of printing notes, official supervision, cancellation, etc. 

"V. No national-bank note to be of less denomination than $10, and 
all notes of the same denomination to be uniform in design; but banks 
desiring to redeem their notes in gold may have rhem made payable in 
that coin. The Secretary of the Treasury to have authority to ])reparo 
and keep on hand, ready for issue upon application, a reserve of blank 
national-bank notes for each banking association having circulation. 

"VI. Require each national-banking association to redeem its notes 
at its own office, or at its own office and at agencies to be designated 
by it. 

"VII. To jHovide a safety fund for the immediate redemption of the 
circulating notes of failed banks, impose a tax of per cent per 

annum upon the average circulation of each bank until the fund amounts 
to 5 per cent of the total circulation outstanding. Require each new 
bank, and each bank taking out additional circulation, to deposit its 
proper pro])ortion of this fund before receiving notes. When a bank 
fails, its guarjintee fund held on deposit to be paid into the safety fund 
and used in the redemption of its notes, and if this fund shall be impaired 
by the redemption of the notes of failed national banks, and the imme- 
diately available cash assets of such banks are insufficient to reestab- 
lish tiie fund, it shall at once be made good by pro rata assessment- 
upon the other banks, according to the amounts of their outstanding 
circulation ; but there shall be a first lien upon all the assets of the failed 
bank or banks to reimburse the contributing banks. The safety fund 
may be invested in outstanding United States bonds having the longest 
time to run, the bonds and the interest upon them t^ be held as part of 
the fund and sold when necessary to redeem notes of failed banks. 
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" V III. Uepeal the provisions of the reorganization and extension act 
of Jnly 12, 1»S82, imposing limitations upon the reduction and increase 
of national-bank circulation. 

"IX. Repeal all provisions of the Liw requiring banks to keep a 
reserve on account of deposits. 

*'X. The Secretary of the Treasury may, in his discretion, use any 
surplus revenue of the United States in the redenjption and retirement 
of IJnited States legal tender notes, but such redemptions shall not in 
the aggregate exceed an amount equal to 70 per cent of the additional 
circulation taken out by natiolial and State banks under the system 
herein ]>ro|)osetl. 

"XI. Circulating notes issued by a banking corporation, duly organ- 
ized under the laws of any State, and which transacts no other than a 
banking business, shall be exempt from taxation under the laws of the 
United States when it is shown to the satisfaction of the Secretary of 
the Treasury and the Comptroller of the Currency — 

"(1) That such bank has at no time had outstanding its circulating 
not<*8 in excess of 75 per cent of its paid-up and unimpaired capital. 

*' (2) That its stockholders are individually liable for the redemption 
of its circulating notes to the full extent of their ownership of stock. 

"(3) That the circulating notes constitute by law a first lien upon all 
the assets of the bank. 

"(4) That the bank has at all times kept a guaranty fund in United 
States legal-tender notes, including Treasury notes of 1890, equal to 30 
per cent of its outsanding circulating notes; and 

'*(5) That it has promptly redeemed its notes on demand at its prin- 
cii>al office, or at one or more of its branch offices, if it has branches. 

''XII. The Sccietary of the Treasury may, under proper rules and 
regulations to be established by him, permit State banks to procure and 
use in the ])reparation of their notes the distinctive paper used in 
printing United States securities; but no State bank shall print or 
engrave its notes in similitude of a United States note, or certificate, or 
national-bank note. 

'* Whatever may be the objections to theissueand circulation of United 
States legaltemlcrpaper, upon either constitutional or financial grounds, 
it has become so incorporated into our currency system, and constitutes 
so large a part of our active circulation, that it could not be suddenly 
withdrawn without i)roducing, in the present state of our laws, consider- 
able disturbance in the fiscal operations of the Government as well as 
the business of the peciple, and, therefore, the idan now .^nggcj-ted pro- 
vides for its gradual retirement, by the use of surx)his revenues here- 
after received, a process which will probably recpiire several yeai s for 
its completion. As these notes can not be retired until other forms of 
currency to an equal amount have taken their place, there will be neither 
a forced contraction nor expansion of the circulation on account of the 
change. In the meanwhile, for the double purpose of protecting the 
Treasury as far as jmssible under the circumstances from repeated pres- 
entations of notes for redemption in gohl and establishing a safe basis 
for the national and State bank notes, the former are to be reciuired to 
keep always on deposit and the latter to keep constantly on hand legal- 
tender paper to an amount ecjnal at least ta 30i>er cent upon their out- 
standing circulation. 

'*lf all the national and State banks now in existence should take out 
circulation to the full amount pro])osed to be authorized, the guaranty 
fund alone would absorb about $22.>,000,(M)0 of legal tender notes, and 
the national-bank safety fund, when raised to its full amount of 5 per 
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-cent upon outstanding circulation, might be made to absorb nl>oat 
43,r>0(),(HH) more. 

** As tlie plan suggested pr(>])oses to exempt the Government of the 
United States from all liability for the redemption of national-bank 
notes and place the sole res])onsibility upcm the bariks themselves, a 
guaranty fund of not less than 30 per cent upon the outstanding cir 
culation is regarded as a very proper and necessary feature of the sys 
teni. A safety fund consisting of only 5 per cent ni)on the rirculatiiHi, 
together with governmental liability for redemi)tion in case the fund 
should at any time be insufticient, as proposed in one of the plans 
recently nmde public, would, oi' course, secure the note liolder, but it 
would i)ledge the faith and credit of the United States in a business in 
which they have no pecuniary interest whatever, and for that reason 
alone, if there were no others, suc:h a system would be quite objection- 
4ible and, in my oi)inion, not attainable. 

''Jn the case of the State banks this gnarfinty fund will constitute 
a permanent reserve, which, together with the individual liability of 
•stockholders and the lirst lien upon all the assets, will make its circu- 
lating notes entirely safe. In my opini!>n the impositicni of a tax by 
the Federal (Government upon the use of circulating notes, lawfully 
issued by State banks, is an unjusti liable, if not an unconstitutional, 
interference with theanthority of the several States; but its validity ha^s 
been judicially sustaine<l, and as it does not a pear to be ]>racticable to 
repeal it absolutely at this time, it is ]>roposed to avoid its prohibitory 
effect by exempting from taxation tlie not'»s of such bunking institutions 
us may be organized and conducted and t ccniditions which will amply 
l)rotect the holders of their ])aper. While direct governmental super- 
vision is not, and cmght not t;) be i)rovided for, the requirement that 
a bank, in order to secure exemption from taxation, must satisfy the 
Secretary of the Treasury and the ('(miptroUer of the Currency that it 
has (complied with all the conditions im])osed will enable those officials 
to adopt such measures as may be neiessary, in each case, to ascertain 
every material fact involved in the inquiry. The contingent liability 
to a heavy rate of taxation upcm the whole amount of its circulating 
notes when paid out by itself, or by other banks, will constitute, it is 
believed, a sufficient incentive to secure sound and conservative man- 
agement and to a great extent disi)ense with the necessity tor suirli 
official suiiervision as is i)ropose(l to be retained over national banks. 

'' It will be observed that tlie plan submitted i)roposes the re]ieal of all 
provisions of existing laws which require national banks to hold a fixed 
reserve against dei)osits, and, as this is a departure from the practice 
which has ]>revaile(l continucmsly for more than thirty years, it is proper 
to state, briefly, the reasons which have i)rom])ted me to make this sug- 
gestion. ^Vhen the riational baiikbig system was origimvlly authorized 
it was regarded by many a.N a doubtful exi)criment at best,' and accord- 
ingly various precautionary restrictions and linn'taticms were im|)osed 
for the security of tlie note holders and depositors which ])rai!tical expe- 
rience has since shown to be unnecessary and sometimes harmful. 
Among these are the recpiirements that bonds shall be deposited to 
secure 00 ])er cent of their par value in circulating notes, and 
that a fixed reserve, which ran not be lawfully diminished, shall be 
hchl on account of deposits. The couseipuMice of this last requirement 
is that when a bank stands most in n«»ed of all its resources it. can not 
use them without violating the law. The necessity for holding a 
sufficient reserve against deposits is not questioned, and, in fact, 
the business of receiving deimsits and discounting paper ought never 



Digiti 



zedbyLjOOgle 



NATIONAL CURRENCY AND BANKING SYSTEM. 11 

to be conducted without it, but it abould be held f<»r actual use wheu 
the occasion arises, and not made legally inaccCvSsible at the very time 
when it was theoretically supposed to be l>eneticial in sustaining the 
credit of the bank and att'ording relief to its customers. Under the 
present law, when a bank finds its reserve in danger of reduction below 
the legal requirement, on account of the demands of its depositors, it is 
compelled at once to call in its loans, tliercby increasing the distrust 
and aggravating the situation which a judicious use of tlie reserve would 
have relievi'd ; and besides, at such times, in order to protect the reserve, 
which is then entirely useless for all x>ractical purposes, deariiig-house 
certificates, variuus forms of time chcvks and bills, and other devices of 
doabttui legality are habitnally resorted to for the purpose ot* supply- 
ing circulation to take tlie iilace of lawful nuniey lying iille in the vaults 
of the banks. To ])rovi(le for a reserve which can m.t be utilized, even 
at a time of the greatest stringency and distrust, without incurring the 
j)enalties of forfeiture, affords a most striking illustration of the imiK>l- 
icy of legislative interference with the natuial laws of trade and finance. 
It is not the duty or juovince of the Governnu»nt to control or regulate 
the private attairs of the people, excc])t for certain well-defined pur- 
jH)ses, and as tlu* custody and use of funds belonging to depositors are 
matters wliicli aft'cct only the interests of the immediate parties, they 
should be lelt to their own judgment and discretion. The duty of the 
Government, so far as it has any duty in the jUH^nises, is simjjly to pro- 
vide that all the currency issued under its authority is sntticiently 
secured to prevent its loss or depreciation in the hands of the ]>eople, 
who are compelled to receive an<l ])ay it out in the tiansaction of busi- 
ness; but a bank is not dependent upon the Government for authority 
to receive deposits, and its UvSe for that purjio^e by the i)ublic is as 
purely voluntary as the credit extended to any other corporation or to 
a private individual. 

'* Every ])rndently managed bank, if left free to conduct its deimsit and 
disctuint business in the manner most advantageous to its own interests 
and the interests of its patrons, will undoubtedly keep on hand a reason- 
able reserve to meet not only all the cndinaiy deman<ls upon it, but to 
provide for such emergencies as are liable to occnr in the community 
where it is located ; but it imght not to be ])rohibited by law fiom using 
such reserve for the only puri)oses it was designed to aecon)])lish. The 
aveiage am«»unt of leserve held by all the national banks does not 
usually exceed 17 or 18 i>er cent of their deposits, while the statistics 
show that the State banks doing a de])osit and discount business, and 
which are not required by law to keep a fixed reserve, have generally 
kept on hand, in ordinary times, about -0 per cent of their deposits, a 
fact which conduces strongly to susiain the ]>osition that a regulaticm 
n]K)n this subject is not really necessary in order to secure the safe 
nnmagement of banking institutions and, therefore, ought not to be 
continued. 

"A safety fund, consisting uf 5 ])er cent u])on the cmtstanding circu- 
lation of all the banks, to iuMue the j)r(,mi)t redenJi)tion of the notes of 
failed banks is believed to be a neeessary feature of any ])lan which 
jiroposes todis])ense with thede])osit of l)onds ai:d exempt the Govern- 
ment from liability on account of the national-bank currency. That 
the Government should be exem])t, and the entire responsibility for the 
redemiition of their own notes assumed by the banks, is a pro])osition 
which, for many reasons, I think, will receive the apjuov al of the 
general public and ought not to be o])posed by any special interest. 
The re/piirement that the banks shall pay their own obligations imi^ses 
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npon them no g:r<*ater hardship than is imposed by law upon every 
other business and financial institution in the country, and the only 
argument that can be plausibly urged against it, in the case of the 
banks, is that, as the Government has undertaken through their agency 
to secure a sound circulating medium, it shcmld ])le(lge its credit to 
keep it good under all circumstances. The conclusive answer to this is 
that the Government has discharged its whole duty in the matter when 
it has by its legislation provided such safeguards as will, with honest 
and competent management, guarantee the safety of the notes issued 
by its authority; and this is one of the results which the ])ro])osed i>lau 
is intended to accom])lish. The deposit of M) per cent by each bank 
as a guarantee fund for the redemption of its own notes, and a 
deposit of 5 per cent by all the banks in a commou safety fund for 
the redemption of the nott^s of failed banks, together with a first lien 
upon all the assets, individual liability of stockholders, official super- 
vision, and the power to assess all banks to supply deficiencies, consti- 
tute the effective parts of a system which will afford to the note holder 
ample assurance against loss and at the same time leave a liberal 
margin for profit on the circulation. 

"One beneficial ettect of requiring each bank to redeem its own notes 
will be the ]>romotion of more <;arefol and conservative management of 
its affairs, thus avoiding to a large ext4»nt the causes which have pro- 
duced a ma jority of the failures heretofwe. Governmental responsibility 
for the redemi)ti(m of any part of the obligations of the banks has a 
strong tendency to encourage speculative adventures and careless 
methods, which would not otherwise be permitted by the directing 
officials, and is, besides, inconsivstent with the policy that the banking 
business, like all others, should be conducted upon the credit and at 
the risk of the parties most directly interested in its success. 

'' In order to provide a wider field for the active circulation of our sil- 
ver coins and certificates, which now^ constitute about one-fifth of the 
entire volume of our currency, and to protect the Treasury as far as 
possible against the accumulaticm of certificates returned in payment 
of customs and other dues to the (iovernment, it is prox>osed that no 
national-bank note ot a less denon)ination than {JlO shall be issued. 
The bank notes under that denomination now outstanding amount to 
8()3,258,040, and there are also in circulation $04,418,831 in ohl United 
States legal-tender notes in denominations less than i?10, $G0,19:U).'>Siu 
Treasury notes of 1800, and 8i;U,047,.')47 in silver certificates, making 
in the aggregate 8318,018,085 in small notes, or only about $10,000,000 
less than the entire issue of silver certificates. 

'^Vtteiition was called to this subject in my last annual report, and the 
oinnion was then ex])res>e(l that it w..uld be good policy to retire these 
small notes and re])lace them with larger ones of like character. Such 
a course would not subject the people to any inconveiiience in the trans- 
acting of their ordinary business, and would keep permanently out- 
standing a much larger amount of silver coin and certificates than has 
heretofore bei^n done, thus relieving the Treasury to a considerable 
extent from (m(M)f the difficulties which frequently embarrass its opera- 
tions. The large notes wouhl be used generally in conducting the more 
important transactions of the people and in the payment of dues to the 
Government, so that, while no denomination would be excluded from 
circulation, public and private interests would be alike subserved. 
These changes could be made gradually as the various kinds of notes are 
received into the Treasury, and with very little, if any, additional 
expense. 
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" The fact that our circulating medium is composed of so many differ- 
ent kinds of currency would seem to require the enactment of such legis- 
lation as will provide a place in which each can be safely and conven- 
iently used, and as this can be done without discrimination against any 
of them, it ought not to be omitted from any phin which proposes per- 
manent changes in the system. The policy of various other countries 
in this respecjt appears to have enabled tliem to avoid the difficulties 
encountered here in the attempt to keep the less valuable coins and 
their representatives in circulation, without derangement of the cur- 
rency or disturbance of the public finances. 

"Great Britain, with $;350,0()(),000 in gold and. only * 112,000,000 in 
silver, none of which is full legal tender, authorizes the issue of no 
note of a less denomination than £."5, equal to §24.3.'J; France, Bel- 
gium, and Italy, with $97(),000,000 in gold and 8r)18,;300,000 in legal- 
tender silver, issue no notes of a less denomination tliaij 20 francs, 
or «3..S0; Holland, with $27,000,000 in gold and $5:3,400,000 in legal- 
tender silver, issues no paper below 25 florins, equal to $10.05; Spain, 
with 840,000,000 in gold and $120,000,000 in legal- tender silver, issues 
nothing below 25 pesetas, or $4.72; Denmark, Sweden and Korway, with 
828,000,000 in gold and $12,100,(K)0 in limited legal tender silver, have 
no ])aper under 10 crowns, or $2.08, and Austria-Huugarv, with $1.'30,. 
000,000 in gold and $81,(M)0,000 in legal-tender silver, is gradually retir- 
ing all notes under 10 crowns, or $4.04. ]Sone of these countries have 
any paper based exclusively upon silver, as we have, and consequently 
all payments made in sums less than the denominations of notes men- 
tioned must be made in actual coin, which would not be the case here 
if the recommendation now made should be comi)lied with. Our stock 
of full legal-tender silver coins is larger in pro])ortion to the stock of 
gold than in any of the countries named, except Holland, Belgium, and 
Spain, and yet we continue to obstruct their circulation by the issue 
of small United States notes and bank notes, which serve the purpose 
of the ])eoplein their daily transactions no better than the coins or cer- 
tificates based \\]um them. 

'*The experience of this country under the act of February 28, 1878, 
which limited silver cortiticates to denominations of ten dollars and 
over, and under the mt of August 4, 1880, which removed that restric- 
tion, justifies the belief that the change now ])roposed would result 
in a greatly increased use of silver coins and certificates, and that they 
would be much less likely to return to and remain in the Treasury 
than at present. At the time of the passage of the act last referred to, 
permitting the issue of silver certificates in denominations of (me, two, 
an<l ii\e dollars, standard silver dollars not represented by certiticates 
had accumulated in the Treasury to tiie amount of >«1);J,1M!),880, although 
the total coinage up to that date was only .'?«2;55,04;5,280. Within tour 
months after that date, although in the meantime the coinage was pro- 
gressing at the usual rate, the amount of free silver held in the Treas- 
ury was reduced to $71,25!),r)«»8, and it continncd to decrease, on account 
of the demand tor small certificates, until it became so reduced that 
fiiither issues of certificates had to be limited, practically, to the cur- 
rent coinage of the dollars." 

STATEMEITT OF BEGRETARY CARLISLE. 

The CHAIR3IAN. Mr. Carlisle is present, and the Chair requests that 
be will give to the committee a general ex])lanati(ni of the plan out- 
lined in Ilia annual message to Congress, and state what the practical 
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working would be of a law of Congress that migUt be pansed for the 
purpose of (tarrying hisphiu into etlect. 

Beeretary Oaklissle. Mr. Chairman and gentlemen of the committee: 
I came here this morning in reply to a request received from the com- 
mittee for the purpose, as I supposed, ot* answering such questions as 
might be propounded to me by the chairman or by members of the 
committee, and of making such explanation of the various provisions 
of the proposed plau as may be deemed necessary, but without the 
slightest expectation of entering u]>on anything like a general argument 
or statement in regsird to the proposition as that has been done to a very 
considerable extent iu my annual report. 

I believe, Mr. Chairman, from my observation of what has taken 
place in the meetings of the various national bank asso<*Jations, that 
there is a general opinion iu the country now ihat the provision of the 
national banking law which requires the deposit of United States bonds 
to secure circulation is i)ractically a failure, or rather that it is no hmger 
apidicable to the situation as it exists at ijresent. It seems to be gener- 
ally agreed tliat it is an obstacle to the elasticity of the currency, for the 
reason (among others) that at the very time when currency is most 
needed by the banks in order to secure additional circulation the banks 
nuist ]>nrchase, or at least must deposit, with the Treasurer of the 
United States, bonds that are wortli from 114 to 115 cents on the dollar, 
in order to secure circulation to the extent of 9;) per cent of the par 
value of the bonds. In other words, the banks are required to put on 
deposit a good deal more than they get out, and Vor that reason there 
is no snfticient inducement to increase the circulation. 

The second provision of the plan which 1 i)ropose is intended to make 
the notes entirely secure without a deposit of bonds, or rather the 
second provision, together wiih other ])rovisious, is intended to do so. 
There will be the individual liability of stockhohlers. The notes of a 
failed bank will be a tirst lien on all the assets of the bank. There 
will be official supervision, and there will be a guarantee fund sunount- 
ing to 30 per cent of the circulation. There will be a safety fund, as 
required by another provision of the proposed bill, amounting to 5 per 
cent on the aggregate outstanding circulation of all the national banks, 
which fund wdl be available for the redemption of the notes of any failed 
bank. And my opinion is that these various provisions are suffi- 
cient to nuike the notes perfectly safe in the hands of the people, 
without any deposit of United States bonds. 

Under the existing law there are two other provisitms, or, rather, oue 
other provision and one omission, which ])revent the rapid retirement 
or increase of circulation by national banks. One is the fact that the 
Secretary of the Treasury now has no authority to prepare and keep on 
hand a reserve of national-bank notes ready to be distributed when- 
ever a])plied for. The other is the ninth section of the act of July I'Jy 
1882, which permits national banks to retire not more than three mil. 
lions per month of the aggregate of their circulation, and prohibits any 
national bank which has thus withdrawn any part of its circulation 
from increasing its circulation to any extent for six months thereafter. 

The practical eflect of the omission in the law to authorize the Sec- 
retary of the Treasury to keep on hand a reserve of national-bank notea 
was shown during the summer 'of 1883. It will be remembered by 
gentlemen of the committee that there was a period during that sum- 
mer when currency was at a premium. At that time the national 
banks applied for additional circulation, amounting to somewhere alK)ut 
$40,000,000, and the Treasury Department proceeded, as rapidly aa 
possible, to get out the notes, but before they could be got mit and 
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delivered to the banks tbe emergency badpassed^ and the consequence 
was that several millions of the notes came back to the Treasury Depart- 
ment for cancellation in the original packages in which they had been 
issued, the oiticial seal never having been broken. 

Now, it is evident that it' the Secretary of the Treasury had pos- 
sessed authority at that time to keepon hand a sufficient sui>ply of notes, 
they could have been issued the next day after application was madt^ 
for them ; but the operation of the ninth section of the act of 1882 is very 
plain, and everybody can see that there may come a time when banks 
may want to make a reduction in circulation to the amount of many 
millions, or when the business of the country may require an immedi- 
ate increase of cir(!ulation; but under the operation of that section it 
can not be done. 

This plan proposes to repeal that section, in connection with other 
features, and to confer on the Secretary of the Treasury authority to 
keep on hand a reserve of national-bank notes. That reserve, however, 
should at no time, I think, exceed the dilierence between the amount of 
the particular bank's outstanding circulation and the 75 i»er cent on its 
capital which it would be authorized under this bill to take out. That 
is to say, if a bank with $100,000 capital had out $50,000 of circulation 
the reserve of its notes in the Treasury should not exceed $25,000. This, 
would give to every bank all the circulation that it is entitled to have. 

I would now be glad to answer any questions which members of the 
committee may desn^e to ask me. 

The Chairman. Will the Secretary please explain in what manner 
this mode pf securing circulation dih'crs from what is known as the 
Baltimore plan ! 

Secretary Carlisle. The Baltimore idan pro])oses to anthnri/C tl.o 
banks to issue circulation up to 50 per rent of their capital stock, with- 
out any actual deposit whatever in the Treasury, but witli the pro- 
vision that each bank shall be subject to a certain ratr of taxaiion 
until a fund has been raised equal to 5 per cent of the total out>tand- 
ing circulation of all the national bank^'. 

This fund is to be a common fuiul, and is to be used for the purpose 
of redeeming the notes of failed national banks. In case the fund 
shall be insufficient at any time to redeem the notes of failed national 
banks (that is, shall be reduced below 5 per cent of the total outstiind- 
ing circulation), then the Government of the United States is, out of its 
own funds, to redeem the notes and look tot he assets of the failed bank 
for reimbursement. 

The plan which I have proposed requires, in the first plac'C, the 
deposit of a sum equal to 30 [)er cent of the amount of circulating 
notes applied for by the bank, this money to be held all the time and 
to constitute a separate fund belonging to the bank which makes the 
dejwsit. In addition to that, there is to be a sal'ety fund raised by tax- 
ation on all the banks in the same way as is proposed in the Baltimore 
plan, out of which the notes of failed banks shall be redeemed; and 
if that fund shall prove insufficient (or if it be reduced below 5 x)er 
cent of the total amount of national bank circulation) and if the imme- 
diate available assets of the failed bank are not sufficient to redeem its 
notes, the Treasury Department is to assess all the other natioiml banks 
pro rata, according to the amount of their circulation to reimburse 
this fund. The banks that pay this assessment are to have a first 
lien on all the assets of the failed national bank, and the Government 
is not to be in any way responsible. 

When a bank fails this 30 per cent deposit which belongs to it will 
be paid at once into the safety fund and used for retiring the notes .of 
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the failed bank. If at any time a bank desires to retire its circulation 
wliile still continuing in business, it may do so by redeenn'ng its 
notes and sending them to the Treasury Department and having them 
destroyed; and the proper i>roportion of tlie 30 per cent fund is to be 
returned to it. 

Mr. Hall. The section of the act of July 12, 1882, to wliich you have 
just referred, was it i)ut in the national banking law for the purjw-se of 
preventing an exi)ansion or a contraction of the currency? 

Se(!retary Carlisle. That was supposed to be the purpose. 

Mr. IIall. You know that tliere is, in some parts of the United 
States, a sentiment that it is dangerous to vest in bank cori>oration8 
the great power of expanding and contracting the volume of cuireucy, 
and that feeling had probably something to do with that ninth section. 
I wisli to hear you as to whether you think there is any danger of put- 
ting that power of expanding and contracting the currency- in the 
control of corporations and outsidi* of Government control. 

Secretary Carlisle. I think it may be assumed, in the first place, 
that neither national banks nor any otlier banks would expand or cou- 
tract the curreiK-y unless it was to their interest to do so; and certainly 
it will not be the interest of the banks to contract the currency at a 
time when the business of the country re(iuires its expansion, nor to 
ex])and the currency at a time when the business of the country is not 
surticient to em])loy all the <'ircuhition that is out. 

In other words, 1 think that it will work automatically, and that 
when a bank finds that tlie business of the country is in such a con- 
dition as to dcn)and more circulation, that increasr-ed circulation will be 
issued. If, on the other hand, a bank finds that the business of the 
country is so depressed that the outstanding circulation is super- 
abundant, its interest will be to contract the currency. You will 
remember that the banks are to keej) at least 30 i)er cent of the amount 
of their circulation with the Treasury l)ei)artment, and that they are 
to pay a tax on their circulation. 

In other words, 1 think tliat the ecmmercial interests of the country 
will, all the time, determine, one way or the other, when a contraction 
or an expansion Is needed, and that the banks will respond to that 
necessity. They will do so if they look to their own interests. On the 
other hand, if you are to have an absolute fixed amount of currency 
outstanding among the ])eople 1 do not think that the business interests 
of the country are at all subserved by it. 

Mr. »l()HNsoN, of Indiana. That is one of the objections to the issue 
of currency by the (iovernment. 

{Secretary (.'ARlisle. Yes. Tlie objection is that the Government 
now has outstanding a certain amount of money (silver, gold, and 
pa])er) not one dollar of which can be retired by any public authority 
without having another dollar i>ut in its place. 

Mr. Hall. You understand the general idea of the people on that 
question and you think that that idea was embodied in the ninth sec- 
tion of the act of 1882? 

{Secretary Carlisle. There might be danger, when a panic strikes 
the country, that banks would improperly withdraw their circulation 
for tile purpose ot* protecting themselves against their outstanding 
habilities; and I think that provision was inserted in the act of 
1S82 on account of parti(*nlar transactions that occurred in 1881 at a 
time when the refunding bill was i>ending before Congress, and when 
a certam section was put into the bill which required national banks 
thereafter taking out circulation to deposit 3 per cent United States 
bonds (not disturbing any bonds then on deposit). 1 think there was 
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an impression through the country that the effect of the fifth section of 
that bill would be to compel national banks to take out of the* hands of 
the United States Treasurer the bonds which they already had there, and 
to substitute tor tliem 3 per cent bonds; and the consequence was that 
within thirteen days the banks withdrew $18,000,000. It was feared 
that there would be a serious crisis; but the President, Mr. Hayes, 
vetoed the bill, and the House failed to pass it over the veto. That 
was, I think, the cause of the insertion. of that provision. It was an 
extraordinary case. It was the case of a clear misapprehension on the 
part of the banks. 

Mr. Johnson, of Indiana. The fund provided for ultimate redemp- 
tion in the Baltimore plan is, I understand, less than the fund provided 
in your plan. 

Secretary Carlisle. It is the same precisely. 

Mr, Johnson, of Indiana. The same in amount? 

Secretary Carlisle. Precisely. The fund for the redefaiption of the 
notes of failed national banks is the same in the Baltimore plan and 
in my plan — ^the safety fund. That fund will be equal to 5 per cent 
on the total outstanding circulation of all the national banks. But, 
in addition to that, the plan submitted by me requires each bank to put 
up 30 per cent of its circulation. 

Mr. Johnson, of Indiana. The amount of money in your plan is 
larger than that provided for in the Baltimore plan? 

Secretary Carlisle. It is larger in the case of each particular bank, 
which is to be required to deposit 30 per cent of its circulation. 

Mr. Johnson, of Indiana. The advocates of the Baltimore plan claim, 
do they not, that the fund which that plan provides for is amply suffi- 
cient to pay the notes of all banks likely to be insolvent. What have 
you to say as to that? 

Secretary Carlisle. While the advocates of the Baltimore plan 
claim that the 6 per cent will be sufficient, yet they do not content 
themselves with that, because they provide for governmental liability. 

Mr. Johnson, of Indiana. The difference between the two plans is 
that the Baltimore plan requires the Government to become liable for 
the notes of insolvent banks, whereas your plan does not require the 
Government to assume the liability? 

Secretary Carlisle. The plan which I have suggested proposes a 
safety fund of precisely the same amount as is proposed in the Baltimore 
plan, and then, instead of having governmental liability, as the Balti- 
more plan proposes, this plan proposes that the banks which contribute 
to the safety fund shall still remain liable for keeping the ^ud good. 

Mr. Johnson, of Indiana. I understand that; but what I want to 
get at is this : The Baltimore plan proposes the ultimate liability of the 
Government for the redemption of the notes of insolvent banks? 

Secretary Carlisle. Yes. 

Mr. Johnson, of Indiana. And your plan puts that liability on the 
banks? 

Secretary Carlisle. Entirely. 

Mr. Johnson, of Indiana. And the Government is not to be liable 
ataU? 

Secretary Carlisle. Not at all. The Government is not to be liable 
at all. This plan proposes that the banks, which are to be called on in 
the first place to create this fund, shall at all times keep it good for 
the purpose for which it is intended, and that if the fund be impaired 
by the redemption of the notes of failed banks, all the banks shall then 
be assessed pro rata, according to their circulation, to make the fund 
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good again, and that each bank thus assessed shall have a lieu on the 
assets of the failed bank for reimbursement. In other words, this plan 
makes the national banks liable for the redemption of the notes of 
failed banks, and protects the Government entirely from all responsi- 
bility except the printing of the notes and the holding of the guarantee 
and safety funds. 

Mr. Johnson, of Indiana. The advocates of the Baltimore plan cite 
the statistics in the office of the Comptroller of the Currency to show 
that, if there had been no Government bonds deposited to secure the 
circulation of national-bank notes, the fund created by the tax on cir- 
culation would have been suHicientto pay all the notes of failed banks 
since the establishment of the national banking law, and would leave 
the Government $50,000,000 ahead! 

Secretary Carlisle. It does not occur to me that we are justified in 
concluding that because the losses by the failure of national banks did 
not exceed a certain amount when they had bonds on deposit, they 
would not have exceeded that amount if there had been no deposits of 
bonds. The fa(*t that there was no greater loss may have been on 
account of the fact that there had been a dexK)sit of bonds to secure 
circulation. 

The present law, as amended in 1874 or 1875, requires every national 
bank to keep on deposit with the Treasurer of the United States a sum 
equal to 5 i)er cent on its outstanding circulation for the purpose of 
redeeming its notes; that is, for the current redemption of its notes. 
The outstanding circulation of national-bank notes now is about 
$207,500,000. Therefore that fund would be a little over $10,(KK),0OO. 
Yoxi will observe that this fund is only for the current redemption of 
notes — for the redemption of such notes as come in each day from the 
national banks — which have been previously deposited at the subtreas- 
uries at New York, New Orleans, Phila<lelphia, or elsewhere. I had an 
investigation of that fund made some time ago, and found it scarcely 
ever had more than six or seven millions in it. 

The Chairman. Please to explain whether there will be any time 
between the failure of a bank and its final winding up, through the 
operation of the coiu'ts, when its not^s would be at a discount under 
your plan. 

Secretary Carlisle. I think not. Experience under the present law 
shows that bank notes are never all presented at once. When a bank 
fails its notes are all scattered throughout the country, and they come 
in gradually. It will be known that the notes are perfectly safe and 
that the receiver who has been ai)pointed by the Comptroller of the 
Currency has in his hands the assets to pay the notes and there is no 
haste in Laving them redeemed. The notes will be good, because 
there is, in the first place, the safety fund of 5 per cent on the total 
bank circulation, tlie 30 per cent deposit on the circulation of each 
individual bank, individual liability of all the stockholders, a first lien 
on all the assets, and, if necessary, assessments upon all the banks, to 
make the fund good, and, unless all the banks fail, the notes will be 
paid. On the subject of current redemption I would like to say this: 
The plan now proposed disconnects the Government entirely from the 
business of redeeming national-bank notes, and places the responsibil- 
ity for the current redemption of these notes, as well as for their final 
redemption, on the banks themselves. Under the operation of the 
present law the Treasury Department is put to very great inconven- 
ience and the expense is greater than it ought to be. 

If you look at the daily reports in the newspapers of the Qovern- 
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ment receipts, you will find from $300,000 to $500,000 a day for the 
redemption of national-bank notes. These are not mutilated and 
defaced notes, or notes otherwise unfit for circulation, but they are 
notes which are, perhaps^ just as well fitted for circulation (a large part 
of them) as they were when they went out of the Treasury Depart- 
ment. The process is this : The New York banks, mainly (but also 
the banks in other places, to a certain extent), find themselves over- 
loaded with national-bank notes issued by banks all over the United 
States, from Maine to California. The national-bank note is not 
receivable for customs dues in New York or anywhere else. It is 
receivable tor other dues to the Government. Large payments of 
customs dues are made every day at New York, and the national- 
bank notes are not as useful to the banks of New York as other ^inds 
of money are. The consequence is that the banks send them down 
to the subtreasury and have them redeemed in lawful money of the 
United States. 

The statute says that they shall be redeemed in United States notes; 
but in actual practice they are redeemed in all kinds of lawful money. 
Sometimes they are redeemed by giving a check, and sometimes they 
are redeemed by transferring funds to Chicago or some other place. At 
any rate, the law provides that the Treasurer of the United States 
must redeem them. He does so, and he sends them to the Treasury 
Department. There they are counted and assorted, the notes of each 
separate bank being put by themselves, and then the banks whose 
notes have been redeemed are notified, through the Treasurer of the 
United States, that their notes, to a certain amount, have been 
redeemed, and that they must send forward the lawful money to reim- 
burse the Government for what it has paid in redemption of them. It 
sometimes happens that we have many millions suspended in the air, 
if I may use that expression, because we have paid out lawful money 
to redeem these national-bank notes. 

Mr. Walker. As that lawful money belongs to the banks, its pay- 
ment does not deplete the Treasury! 

Secretary Carlisle. No; it does not deplete the Treasury, but it 
keeps the fund down. 

Mr. Walker. That is the intention of the law, is it not! 

Secretary Carlisle. Yes; but the banks do not make the fund good 
sometimes for two or three weeks, and we are subject all the time to 
this trouble and annoyance of having to redeem the national-bank 
notes, probably to the amount of $300,000 or $400,000 every day in 
lawful money, and then have to correspond with all the banks to send 
it back. 

Mr. Walker. How do you propose to correct that! 

Secretary Carlisle. I propose that the banks shall redeem their own 
notes. 

Mr. Walker. Over their counter! 

Secretary Carlisle. Over their counter; or that they shall have 
agencies, if they desire to establish them, at other points. For instance, 
if a bank in Omaha desires an agent to redeem its notes in Philadelphia 
or New York it may provide such an agent, and then, if the notes are 
redeemed the bank will send them, if they are unfit for circulation, 
to the Treasury Department, and will have new notes issued for them. 
But the Government will be relieved from the obligation to provide 
for the current redemption of national- bank notes. You see, therefore, 
that as the law stands now any bank — or anybody else for that matter — 
wanting lawful money in exchange for national-bank notes may pre- 
sent the national-bank notes at a subtreasury of the United States and 
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get lawful money for tbem. thereby taking away from us the very class 
of bills ou which gold can be demanded at the Treasury. If this plan 
were adopted exactly the reverse of that would be the case. The United 
States Treasury would receive national-bank notes as it does now, and 
if the United States Treasury wanted lawful money it would send the 
notes to the banks and get lawful money for them. 

Mr. Walker. What trouble or risk does this redemption make to 
the Treasury of the United States which is not compensated fort In 
other words, is not all the trouble and risk on the banks except as to 
clerk hire! 

Secretary Carlisle. I do not think there is any loss sustained by 
the United States in that way. If we were to put a strict construction 
on the statute (which never has been done) I think that the national- 
bank note is redeemable only here in Washington, because the law says 
that presentation of the notes shall be to the Treasurer of the United 
States. But in practice, the different assistant treasurers all over the 
United States have been receiving those notes. 

Mr. Walker. That is for the accommodation of the people! 

Secretary Carlisle. Yes. 

Mr. Walker. And it cheapened the expense of money to the people. 
Ton do not object to that! You do not advocate changing that? 

Secretary Carlisle. Xot if the present system remains in forc^, but 
I would change the system, and 1 would relieve the Government entirely 
from the redemption of national-bank notes. 

Mr. Johnson, of Indiana. Aside from the principle of divorcing the 
Government from the redemption of national-bank notes, do you not 
think that the fact that the Government is ultimately liable for their 
payment would have a greater tendency to give the people confidence 
in them than the plan which you suggest of putting the ultimate redemp- 
tion of those notes on the banks? 

Secretary Carlisle. That of course is a mei-e matter of opinion. I 
think that the fact that the Government stiinds behind the national- 
bank notes has a tendency of course to give greater confidence in the 
stability and safety of those notes; but 1 think that the people are per- 
fectly satisfied with their soundness without that. 

Mr.W^ALKER. You say that the 5 per cent safety fund would be avail- 
able for notes of failed banks in the first place, and, in the second place, 
that the 30 per cent deposited by each bank would be also available, 
and then that the Government would have all the assets of the failed 
banks to pay the notes ? 

Secretary Carlisle. Together with the assessment on all the sur- 
viving national banks to make good this safety fund. 

Mr. Walker. In the first x)lace, the 5 per cent is available as an 
asset of the banks? 

Secretary Carlisle. Ob, no. The whole safety fund is available 
as an asset of the banks. 

Mr. Walker. And then the 30 per cent deposited for each bank! 

Secretary Carlisle. Yes. 

Mr. W^ALKER. And before the safety fund would be trenched upon 
at all all the assets of the bank outside of it would be liable for the 
payment of the notes? 

After the bank has gone into insolvency, and after those three items 
are exhausted, tlien you go further and say that the banks which make 
up the safety fund will have a lien upon all the remaining assets of the 
failed bank, as I understand you? 

Secretary Carlisle. Yes. If I understand you, you are simplv 
supposing a case. ■ 
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Mr. WALKtiR. No. I am taking no supposition. I am simply stat- 
ing what you supposed. 

Secretary Carlisle. This is the plan: That the Government shall 
hold 30 per cent of the outstanding circulation of each bank. That 
fund belongs to the bank which deposits it. Then the Crovernment 
shall hold a fund equal to 5 ])er cent of the total amount of circulation 
of all the national banks. That is to be a common fund, and to belong 
to all the national banks for the purpose of redeeming the notes of any 
of those that nmy fail. 

Mr. Walker. Furthermore, they are to have a prior claim on all 
the assets of the failed bank. 

Secretary Carlisle. I am coming to that. When the bank fails 
the 30 per cent which it has put on deposit is paid into the safety 
fund of 5 per cent and augmented to that extent. 

Mr. Walker. No; it is set over against the assets of the bank. 

Secretary Carlisle. It is paid into thie safety fund and the notes 
of the failed national bank are to be paid out of that fund. Th« 30 
per cent goes to augment that fund. 

Mr. Walker. Then the notes of the failed bank are paidf 

Secretary Carlisle. Then the notes of the failed bank are paid 
immediately out of this safety fund, augmented by the addition of the^ 
30 per cent, and out of the immediately available assets of the failed 
bank, which are in the hands of the Government receiver and who can 
see exjM5tly what they are. If they are sufficient to redeem all the out- 
standing notes of that failed bank without impairing the fund (that is 
to say, without bringing it down bel^w 5 per cent) there is no assessment 
made on all the banks; but if it appears that this safety fund as thus 
augmented, and the immediately available assets of the failed bank 
that are in the hands of the receiver, are not sufficient to redeem the 
notes of the failed bank without bringing the safety fund down below 
the 5 per cent, then all the other banks are liable to make it good. 

Mr. Walker. It seems to me that the way a business man would 
state it would be this: If a bank fails the 30 per cent on deposit is put 
into the assets to increase the assets, and that first the circulating notes 
are paid. 

Secretary Carlisle. That is the eflfect of it. 

Mr. Walker. And if they are not sufficient to pay the circulating 
notes of the bank, then the safety fund is called upon to pay the defi- 
ciency, and the banks are all assessed to make up any depletion in the 
5 per cent safety fund. Then you go on to say that still there is a lien 
upon the failed bank to make the safety fund good. 

Secretary Carlisle. You assume, Mr. Walker, that we are not going 
to provide for redeeming the notes of a failed national bank until we 
have wound up its affairs. We go on immediately to redeem. 

Mr. Walker. I am taking the final result. 

Secretary Carlisle. It miglit happen, of course, that a bank would 
fail so badly that the 30 per cent and all its assets would not pay its 
notes. That, of course, would be one of tliose cases of total failure. 

Mr. Johnson, of Indiana. Your plan requires the strong banks to be 
responsible for the weaker ones! 

Secretary Carlisle. That is it. That is taken from the Baltimore 
plan, which seemed to me^t the approval of five or six hundred national 
banks. 

Mr. Johnson, of Indiana. But not to the same extent as your plan. 
It requires only a certain fund to be paid in, and then the Government 
steps in and becomes responsible. 

Secretary Carlisle. .You aie mistaken in that. ^ I 
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Mr. Johnson, of Indiana. The Baltimore plan does not require the 
Government to be responsible for any deficit, and yours does. 

Secretary Carlisle. No; just the reverse. 

Mr. Johnson, of Indiana. Well, then, would not your plan be more 
objectionable to the strong banks than the Baltimore plant 

Secretary Carlisle. I think not. 

Mr. Johnson, of Indiana. Why not? The strong banks would have 
to make good the losses of the failed banks? 

Secretary Carlisle. Of course in the case of so bad a failure as Mr. 
Walker has assumed, where the failed bank substantially leaves no 
assets at all. 

Mr. Walker. No; I have not assumed that. All the plans assume 
that a bank may fail. My only point was to find out what you meant 
by having the remaining assets of the failed bank available to reimburse 
the banks that are taxwi to make up this 5 per cent safety fund, when 
there were not sufficient assets in the failed bank to pay its notes. 

Secretary Carlisle. That assumes that a bank has failed so badly 
that its assets will not pay its notes, which is a very rare occurrence 
indeed. 

Mr. Walker. I believe that only six banks have failed to that 
extent during the existence of the national banking law. 

Mr. Johnson, of Indiana. Suppose that a bank does so fail, the 
Baltimore plan puts the ultimate responsibility on the Government f 

Secretary Carlisle. Yes; and to that I object. 

Mr. Johnson, of Indiana. Then why should the banks of the country 
approve your plan which makes the strong banks responsible for the 
weak ones! 

Secretary Carlisle. They must decide that for themselves. I am 
looking at the interests of the Government and people, but with a due 
regard also to the interest of the banks. 

Mr. Warner. As I understand it, Mr. Secretary, under your plan the 
final responsibility in the case of a failed bank would be on all the 
naitional banks, whereas under the Baltimore plan the final responsi- 
bility would be on the Government! 

Secretary Carlisle. Exactly. 

Mr. Warner. In addition to that, under your plan you have the 30 
per cent deposit of legal- tender notes. Do you regard that as neces- 
sary for reasonable safety, or is it out of superabundant caution that 
you require it as an experiment for the time being? 

Secretary Carlisle. I think I ought to say in reply to that question 
that I do not regard it as absolutely essential to the safety of the notes^ 
but I think it is a wise precautionary measure, inasmuch as the Gov- 
ernment is .to be entirely exempt from liability for redemption. I think 
that it is a provision which will operate for the benefit of the Govern- 
ment. 

Mr. Warner. The 30 })er ceut which each bank has to deposit does 
not go Into a common fund, but is to be retained for the redemption of 
the notes of that particular bank? 

Secretary Carlisle. Yes. 

Mr. Warner. Am I right, then, in my view that if the guarantee 
fund proi)osed at 5 i)er cent were raised, say, to 7 or 7^ per cent, that 
would all'ord the same or similar security for the redemption of all the 
notes of failed banks that would be afforded by your 5 per cent pro- 
vision with the 30 per cent deposited of the particular bank! Under 
your plan 30 per cent of the entire outstanding circulation of each 
failed bank would be redeemed by its own deposit, and then there 
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would be left 70 per cent of its circulation to be redeemed out of the 5 
per cent guarantee fund. Would that insure any more prompt or cer- 
tain redemption than if the redemption of whole outstanding circula- 
tion were provided for by a 7^ per cent guarantee fund f 

Secretary Carlisle. Of course, if your 7i per cent fund would 
redeem the outstanding circulation, the redemption would be as prompt 
one way as the other. 

Mr. Warner. Seventy per cent of the outstanding notes of a failed 
bank, as I now understand you, are to be a lien on this 5 per cent guar- 
antee fund? 

Secretary Carlisle. That is all. 

Mr. Warner. So that if 100 per cent of outstanding circulation had 
to be redeemed, that 100 per cent would be no greater strain 
upon the 7^ per cent guarantee fund than are the 70 per cent upon 
the 5 per cent fund! 

Secretary Carlisle. I understand that. The proportion is ab6ut the 
same. 

Mr. Warner. Then, if the banks object to the 30 per cent deposit 
and are willing to submit to a 50 per cent larger guarantee fund, would 
not that make the notes as secure in practice or even more secure than 
the plan which you propose! 

Secretary Carlisle. I think that with the 7J per cent safety fund 
and the common liability of all the banks provided for the notes would 
be safe; but, in my opinion, the banks ought to be required to put up 30 
per cent of the circulation to make their notes perfectly secure. That 
is my opinion. 

Mr. Cox. On the point by Mr. Warner, is there not another additional 
advantage in requiring the greenback deposit to be held in the Treas- 
ury ; that so long as it is there it prevents the Treasury, to that extent, 
from having to pay gold on the greenbacks thus deposited. That 
advantage is to the Government! 

Secretary Carlisle. That advantage is to the Government. 

Mr. Johnson, of Indiana. You provide for the ultimate taking up 
of these greenbacks? 

Se<;retary Carlisle. Hereafter. 

Mr. Johnson, of Ohio. I understand that tlie great advantage 
which you claim for your plan is that it furnishes an elastic currency? 

Secretary Carlisle. That is one of its advantages. 

Mr. fJoHNSON, of Ohio. I can see very clearly the interest of the 
banks to go to the limit — to issue as much currency as they can. Under 
your plan I believe, if carried out, the banks would issue all the cur- 
rency that they can. I wish you to explain what interest they would 
have in reducing their circulation at any time, and what ability they 
would have to meet the emergency after tliey reached the limit f 

Secretary Carlisle. I do not believe that the banks will imme 
diately issue currency to the full extent. I believe that no bank will 
issue circulatiim on which it has to pay a tax unless the business of 
the country demands it and unless the bank* can use it profitably. 
Whenever it can use it profitably it is an evidence that the business of 
the country does retiuire additional circulation, and whenever it can not 
use it i)rofitably the bank will retire it. 

Mr. Johnson, of Ohio. The banks in the South and West that have 
use for money will go the entire limit. 

Secretary Carlisle. Probably they may, but I mean that the aggre- 
gate will not be beyond the demands of business. In any particular 
locality where money is in such demand that a bank is justified in issu- 
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ing increased circulation, I think the bank will issue it, and it ought to 
issue it. On the contrary, when the interests of the locality do not 
demand it, the bank will withdraw its circulation rather than pay a tax 
upon it. 

Mr. \JoHNSON, of Ohio. That tax is a small one. 

Secretary Carlisle. Yes; but if the bank does not use its circula- 
tion it will retire it. Under the present system it is considerable 
trouble for a bank to withdraw its increased circulation. If a bank 
now desires to withdraw its circulation it must send in lawful money 
to the full amount of the ciicnlation which it desires to retire. 

Mr. Johnson, of Ohio. Will not banks have to do the same under 
your plan! 

Secretary Carlisle. No, sir. A bank nuist now send* to the sub- 
treasury of the United States the full amount of lawful money of the 
United States in order to withdraw its notes. Having done that, the 
bank is not allowed, under the operation of the law of 1882, to take 
out another dollar of circulation for six months. But under my plan a 
bank may retire its circulation to-day and take it out again to-morrow. 

Mr. Johnson, of Ohio. How ! 

Secretary Carlisle. All that it has to do is to send its notes to the 
Treasury Department when it wants to retire them, and redeposit 30 
per cent when it wants to reissue them. I have heard an objection 
made to this plan on the ground that it will require a bank to keep on 
hand all the time a fund for the redemption of its own notes. Now, 
any gentleman acqusdnted with banking knows that a bank may 
redeem its notes and pay them out again immediately, so that its cash 
is not diminished. 

Mr. Johnson, of Ohio. The German plan provides that banks can 
issue notes by the payment of 5 per cent. 

Secretary Carlisle. Yes; and that is one feature of the Baltimore 
plan — that the banks shall have a right to issue 50 per cent on a safety 
fund and then may issue an emergency circulation equal to 25 per cent 
of its capital. Under the German law the Bank of the Empire is per- 
mitted to issue 385,000,000 marks in what is called ^^uncovered money." 
If any bank in the country does not wish to take that uncovered money, 
the Bank of the Em]>ire has the right to take it, and in case of emer- 
gency may issue additional notes by paying 5 per cent tax. I do not 
know whether any case has occurred where that bank has availed itselt 
of that privilege. Perhaps it has. But my objection to that plan is 
that at the very time when the people want tliis additional currency a 
tax is put uiwn it, which makes it harder to obtain, and that it makes 
a difference between the notes. Why not have all upon an equal 
footing! 

Mr. Johnson, of Ohio. Because you must have elasticity. 

Secretary Carlisle. You will have elasticity if the business of the 
country fluctuates so as to demand more money or less money. 

Mr. Johnson, of Ohio. S(mie banks will avail themselves of all their 
rights to issue circulation, and some will not. 

Secretiuy Carlisle. I suppose so. 

Mr. Johnson, of Ohio. If it is an inducement for the banks to issue 
the money, they are liliely to do it. 

Secretary Carlisle. Let me remark that the profit which a national 
bank makes out of its circulation is a very small item on its total profits. 

Mr. Johnson, of Indiana. Your system of making the stnmg and 
well-managed banks responsible for the weak and ill-managed banks 
might have a tendency to induce banks to incorporate under some 
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other system than the natioual bankinj^ system, some system which did 
not contain that provision. 

Secretary Carlisle. The national banking system might offer 
other advantages which the other system did not offer. 

Mr. Johnson, of Indiana. Your plan provides for both natioual and 
State banking systems! 

Secretary Carlisle. No; my i)lan does not provide for any State 
banking system except that the circulating notes of State banks shall 
be exempt from taxation under certain conditions. It simply proposes 
to afford an opportunity for the organization of State banks of issue. 

Mr. Johnson, of Indiana. Can the Government refuse to accept 
notes of a failed bank if your system be enacted into law! 

Secretary Carlisle. Not so long as the notes are in circulation. 

Mr. Walker. Have you drawn up a bill which embodies the provi- 
sions of your plan ! ' 

Secretary Carlisle.- No, sir; I have drawn one tentatively. 

Mr. Walker. Can you send such a bill to the committee! 

Secretary Carlisle. I can. 

The Chairman. Mr. Ellis desires me to ask in what funds would 
the notes of the failed banks be redeemed! 

Secretary Carlisle. Just as they are now redeemed, in lawful money 
of the United States. I have here, Mr. Chairman, a bill which I have 
drafted tentatively, and it it is the pleasure of the committee it can 
have it while I am making these explanations. 

Mr. Hall. You were speaking on the question of an elastic currency. 
Does not the question whether a currency is elastic or nonelastio 
depend on the demands for money! 

Secretary Carlisle. I think so. 

Mr. Hall. No more money would be in circulation than the business 
interests of the community demand! 

Secretary Carlisle. It would not if left to natural laws. 

Mr. Walker. I ask that the hearing be suspended for a moment so 
that we may invite the Secretary to hand his bill to the committee. 

Secretary Carlisle. I would like before presenting the bill to have 
an opportunity to examine it a little more critically. 

Mr. Walker. I ask that the record of the hearing be printed each day. 

The Chairman. The Chair will order that to be done. 

Mr. Brosius. 1 understand that your plan contemplates an appor- 
tionment of the ultimate responsibility for the notes of failed banks 
between all the national banks of the country in tlie proportion of 30 
to 70 or 3 to 7 in case there is a very bad break and there are no other 
tosets of the bank. I was going to ask you what led your mind to 
adopt that particular ratio of responsibility! Why did you take 30 
rather than 20 or 40! 

Secretary Carlisle. The idea of taking 30 per cent as the amount 
which should be deposited to secure circulation originated, I think, in 
my own mind, from the fact that under the old system of banking 
which prevailed in this country, and wliich has prevailed in other 
countries, about 30 per cent of specie was supposed to be necessary to 
secure the redemption of notes. It may be that it was arbitrary, but 
it was about the proportion. Thirty per cent is about the amount 
of specie held in the banks of France, England, and Cjermany for the 
payment of the notes. Neither of these banks has any specific piece 
of property, or any specific amount of money, pledged for the redemption 
of its notes, and neither of them is required to hold any reserve on 
account of deposits. 
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Now, as to this plau, it is proposed to impose a tax of oue-lialf of 1 
per cent per aunum, payable semiannually ui)ou the average amount 
of notes in circulation, to defray the expenses of printing notes, ofticial 
supervision, cancellation, etc. The tax now is 1 per cent, but I think 
that one-half of 1 per cent will be amply sufficient for this purpose. 
It is proposed that in ^iscertaining the average amount of outstanding 
circulation there shall be included all the notes of each national bank 
that have been actually issued to it and which have not been redeemed 
and canceled. 

I make that suggestion for this reason: There is a question now 
whether in assessing this tax upon the average amount of national- 
bank circulation we are to include any of the bank's own notes which 
it has in its own possession, although the notes are not canceled and 
are not in fact redeemed by the bank, but are held as part of its cash. 
It is known that the AttorneyCxeneral of the United States has given an 
opinion tbat they are to be excluded, and the .consequence is that we 
shall, perhaps, have very large claims made against the Government for 
refunding this tax alleged to have been iraproi)erly collected for thirty 
years past. 

Mr. Warner. You mean upon the notes heUl by the banks as their 
till money!. 

Secretary Carlisle. Yes, I think that when a national- bank note is 
paid into the bank by a depositor and is not received by the bank for 
the purpose of being canceled and is not canceled, it ought to be within 
the meaning of the law just as much in circulation as if it had been 
paid into any other national bank. 

The OiiATRMAN. Now, in regard to tbe fifth proposition, which is that 
there shall be no national-bank note of a less denomination than $10. 
Will you please explain? 

Secretary Carlisle. The fifth proi)osition is that no national-bcUik 
note shall be of less denomination than $10, and tbat they shall be 
uniform in design, but that banks desiring to redeem their notes in gold 
may have them made payable in tliat coin. The first part of this pro- 
vision, I think, ought to be adopted and put in any plan of currency 
reform that may be agreed to by Congress. There are now, as shown 
in my report, about 318,000,000 of I'nited States legal tender notes, 
Treasury notes under the law 1800, silver certific^ates and national- 
bank notes outstanding of less denomination than $10. There have 
been 337,000,000 of silver certificates issued. So it will be perceived 
that the field now occupied by small notes of various kinds affords 
an opportujiityfor the circulation of all the silver certificjites outstand- 
ing except $19,000,000. 

But these silver certificates are performing the work of the country 
to-day, according to my observation. Gentlemen will find that the 
money in their i)0(!kets consists largely of silver certificates. But if 
we are to have these various kinds of money in circulation, I am unable 
to see why it would not be a wise policyon the part of Congress to pro- 
vide a safe place where the silver certificates can be used by the 
people, so as to keep them outstanding and prevent them from coming 
back into the Treasury. At some seas(»ns of the year we are overloaded 
with silver certificates. Therefore, I propose to provide not only for 
the retirement of national-bank notes under the denomination of ten 
dollars, but all other notes as well. 

Mr. Hall. Would that leave under the control of the Government 
money under the denomination of ten dollars? 

Secretary Carlisle. Certainly. 

Mr. llALL. There is one clause in that fifth provision which worries 
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me more than any clause in the bill; and that is, ^^But banks desiring 
to redeem their notes in gold may have them made payable in that coin.'' 
I would like to hear you upon that clause. 

Mr. Warner. But first as to the condition on which State banks may 
issue currency without thV inhibition of the present tax. Do I under- 
stand that you would or that you would not require that the notes of 
the State banks should be of the denomination only of ten dollars and 
upward! 

Secretary Carlisle. I have not included that in my plan, although I 
have thought a good deal about it. I have not determined in my own 
mind as to whether or not (as these notes are to be substantially for local 
circulation) it would be a good policy«to limit their denomination. That 
is one of the questions I would like the committee to consider and to 
decide for itself. I mean as to the notes of State banks. 

Mr. Warner. In case national-bank notes are limited to $10 and 
upward, would not the exemption of State banks from that limitation 
take away the benefit which you propose by limiting the denominations 
of national-bank notes? 

Secretary Carlisle. Undoubtedly, to some extent. 

Mr. Johnson, of Indiana. It might give banks a greater inducement 
to organize under State law 1 

Secretary Carlisle. It might. Those are considerations which have 
occurred to me, but which I have not decided in my own mind. 

Mr. Walker. You contemplate that the notes which would be issued 
by State banks would be practically local notes! 

Secretary Carlisle. Would be used for local circulation. Kow, in 
reply to Mr. Hall's question, section 5185 of the Revised Statu^tes reads: 

Sec. 5185. ABSociations may be organized in the manner prescribed by this Title 
for the purpose of issuing notes payable in gold ; and npon the deposit of any United 
States bonds bearing interest payable in gold with the Treasurer of the United States, 
in the manner prescribed for other associations, it shall be lawful for the Comptroller 
of the Currency to issue to the association making the deposit circulating notes of 
different denominations, but none of them of less than five dollars, and not exceeding: 
in amount eighty per centum of the par value of the bonds deposited, which shaU 
express the promise of tbe association to pay them, upon presentation at the office 
at which they are issued, in gold coin of the United States, and shall be so redeem- 
able. Bat no such association shall have a circulation of more than one million of 
dollars. 

That last provision has been repealed. Section 5186 of the Revised 
Statutes reiads: 

Sec. 5186. Every association organized under the preceding section shall at all 
times keep on hand not less than twenty-five per centum of its outstanding circula- 
tion, in gold or silver coin of the United States; and shall receive at p ar in the pay- 
ment of debts the gold-notes of every other such asnociution which ^t the time of 
such payment is redeeming its circulating notes in gold coin of the United States, 
and shall be subject to all the provisions of this Title: Providedy That, in applying 
the same to associations organized for issuing gold-notes, the terms " lawful money*' 
and "lawful money of the United States" shall be construed to mean gold or silver 
coin of the United States ; and the circulation of such associations shall not be within 
the limitation of circulation mentioned in this Title. 

On the Pacific Coast paper currency is not much in circulation, 
athongh perhaps the gold banks are confined exclusively to the city of 
San Francisco. I thought that inasmuch as these banks are now author- 
ized by law, and as they are in existence, and are required to keep on 
hand 25 per cent in gold or silver coin, in addition to their other security, 
I would not propose to disturb them. 

Mr. Hall, You do not see any i)0ssible danger that may result 
from them to the rest of the United States? 
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Secretary Carlisle. I can not see why if a national bank desires 
to bind itself to redeem its notes in gold it may not do so. 

Mr. Russell. Without that gold provision these banks would have 
the right to redeem their bills in lawful mon§y? 

Secretary Carlisle. Yes, just as every other bank is required to 
redeem its bills in lawful money. 

Mr. Russell. Yon think that this new currency will be retained on 
a parity with gold, although it can be redeemed in silverf 

Secretary Carlisle. It can be redeemed in silver now. This will 
not (change the law in the least. The national-banking law provides 
that the national banks shall redeem their notes in lawful money. The 
Government is now required to make the current redemption of bank 
notes in United States notes, but, as a matter of fact, we do not always 
do so. 

Mr. Russell. But if you take away this power will these new notes 
be on a parity with gold! 

Secretary Carlisle. So long as the Government keeps the whole, 
volume of currency on a parity with gold silver will be as good as gold. 

Mr. Walker, it will not change the conditions an iota. 

Mr. Sperby. What class of money do you now redeem in gold! 

Secretary Carlisle. United States legal- tender notes of the old 
issue and the Treasury notes of 1890. 

Mr. Spbrry. Popularly known as the Sherman Act? 

Secretary Carlisle. Yes. 

Mr. Spebry. No others? You do not redeem silver certificates in 
gold? 

Secretary Carlisle. No; we never have done so. 

Mr. Sperry. You do not redeem silver dollars in gold, either? 

Secretary Carlisle. Never. 

Mr. Sperry. Your plan contemplates the retirement of greenbacks? 

Secretary Carlisle. Ultimately. 

Mr. Sperry. Then ultimately there would be no paper money out- 
fitanding payable in gold? 

Secrete-ry Carlisle. No money which the Government would be 
bound to redeem in gold except gold certificates. 

Mr. Sperry. If your plan should retire the greenbacks there would 
be no paper money on which the Government would have to pay gold? 

Secretary Carlisle. No, sir. 

Mr. Sperby. Then we would be on a silver basis? 

Secretary Carlisle. No. 

Mr. Sperry. On what basis would we be? 

Secretary Carlisle. On the same basis as now. The Government 
would continue to receive gold and silver, and gold and silver certifi- 
cates for customs and for all other dues to the Government, and would 
receive national-bank notes for all dues to the Government except cus- 
toms, and it would maintain the parity of the two metals in that way. 
We do not maintain the parity of the two metals by redeeming silver 
dollars or certificates in gold, but by the constant practice of receiving 
them in full satisfaction of every debt due to the Government, and pay- 
ing the man to whom the Government owes money gold if he wants it. 
We make no distinction between gokl and silver at the Treasury 
Department. If any creditor of the Government wants silver he gets 
it, and if he wants gold he gets it, 

Mr. Sperry. The Government now maintains parity by redeeming 
the Sherman notes and the greenbacks in gold. But after the Sher- 
man notes and the greenbacks are all retired there would be no way of 
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maintaining parity except as the Government receives either gold or 
silver in payment of duties. 

Secretary Cablisle. Yes; and of course the banks must maintain 
their credit by paying their customers gold if they demand it. 

Mr. Wabneb. Would not the working of your bill, by eliminating 
small denominations of notes, reduce the proportion of silver and increase 
the proportions of gold in the hands of the banks? 

Secretary Carlisle. That is my theory about it exactly. It makes 
a place for the silver. 

Mr. Warner. And you think there would bo a greater tendency 
than there is now on the part of the banks to pay gold, for notes f 

Secretary Carlisle. Undoubtedly. 

Mr. Johnson, of Ohio. Do you provide for any other means of a 
demand to take out circulation ! In other words, the present bank 
deposit is $225,000,000, of which the bulk is in greenbacks, and the 
banks hold these greenbacks, although they can have any other money. 

Secretary Carlisle. Undoubtedly. So they could hold all the gold 
of the country, if they had not the greenbacks. 

Mr. Johnson, of Ohio. There are only 500,000,000 of these legal- 
tender notes, and the gold in the banks amounts to ipore than 
$500,000,000. 

Secretary Carlisle. There are not more than $500,000,000 gold 
outstanding outside of the United States Treasury. You may put these 
extreme cases that would defeat any plan. You can not legislate for 
all time to come. You must legislate for the present. 

Mr. Walker. Have you thought of how long a time it would take 
to retire the green backs f 

Secretary Carlisle. It might be that it would take twenty years, 
and it might be done in five or six years. If the proposed law had been 
in force during Mr. Cleveland's last administration, or during Mr. 
Harrison's administration, the greenbacks would have been retired. 

Mr. Spebby. Is there a discrimination made at present by the banks 
in favor of greenbacks! 

Secretary Carlisle. As a general rule the banks keep considerable 
amounts of them in their vaults. I think if you go into any bank you 
will find the silver certificates all on the top in the piles of money that 
they are using daily, and that the other notes are at the bottom. 

Mr. Sperry. If the time should come, what reason have you to sup- 
pose that the entire receipts of the Government would not be paid in 
silver I 

Secretary Carlisle. I do not think there would be silver enough to 
do it. Silver now constitutes only one-fifth of our entire circulation, 
and if my suggestions should be adopted to retire all the notes under 
the denomination of $10 and to leave that whole field to be occupied by 
silver, and by silver certificates, 1 think it would be so occupied. Dues 
to- the Government are not paid, as a general rule, with small bills. 
They are inconvenient to handle in large amounts, and consequently 
dues to the Government are paid in large bills, so that silver bills of 
small denominations will not come back to the Treasury. The country 
must have small currency, as it is imi)ossible to transact the daily busi- 
ness of the people without it. 

Mr. Walker. You mean small currency as distinguished from coin? 

Secretary Carlisle. I mean small i)a])er currency or coin. The 
I)6ople must have some medium of a cliaracter which they can use in 
small transactions. That is what keeps our subsidiary coin out. it is 
not legal ten<ler except up to the amount of $10, yet it is in circula- 
tion just like other money. / ^^^i^ 
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Mr. Walker. Would it not be wise to make subsidiary coin legal 
tender for any amount, and for this reason : The people can not get it 
conveniently out of the banks now, because the banks do not hold it in 
large quantities. I am clearly of opinion that there should be no limit 
to the legal-tender quality of any money issued by the Government 
except nickel and copper coins. Do you think that subsidiary silver 
coin should be made legal tender to any amount f 

Secretary Carlisle. I would not like to express a very positive 
opinion on that single proposition. But it is very evident to my mind 
that our legislation in reference to subsidiary silver coins needs revision 
in some way to relieve the Government from the obligation which rests 
upon it all the time of redeeming it in lawful money. As you say, 
nearly everybody in this country (at least in towns and cities) keeps a 
bank account. They ^et this subsidiary coin into their possession, and 
they take it to the banks. The banks can not pay it out very well. 
They can not use subsidiary coin in the payment of checks except, per- 
haps, to the amount of 75 cents, and they can not keep it in their re- 
serves. The result is that when it accumulates in the bank, the bank 
takes it to the subtreasury, and we find it hard to get out again into 
circulation. If it were made legal tender, perhaps that would cure the 
trouble, or if the Government were exempted from the responsibility of 
redeeming it in other lawful money it would not come back to us. 

The Chairman. The Secretary will please explain the ninth section 
of his bill — the repeal of all provisions of law requiring banks to keep 
a reserve on account of deposits. 

Secretary Carlisle. On that subject I have said, perhaps, all that 
I can say in the report submitted to the House of Kepresentatives. I 
am very decidedly of the opinion myself that the provisions of law 
which require banks to hold a certain lixed reserve against deposits is 
injurious rather tlian benelicial. I can imagine very well what would 
have been the condition of the Trea-sury Department a year ago last 
April if there had been a law on the statute books which provided 
expressly that the Secretary of the Treasury should not use any part 
of the gold reserve except on penalty of impeachment, or of fine and 
imprisonment. 

That is the case of the banks now. Every bank is now required, 
whenever it infringes on its reserve, to make it good within thirty 
days, or take the risk of having the Comptroller of the Currency put it 
in the hands.of a receiver. As a matter of fact, State banks which 
are not required by law to keep a fixed reserve, do keep it; if they 
are well managed, they kee]) an adequate reserve. In other words, if a 
bank is well managed it will always keep enough cash on hand to 
meet the demands of its depositors; and 1 do not see how a provision 
of law which prevents them from using that reserve for the purpose 
for which it was intended can be wise. But that is a matter in which 
the Government and the Secretary of the Treasury can have no special 
interest. But to say to a bank that it shall keep 15 or 25 per cent 
reserve against its deposits, and shall not use it at the time when it 
is needed, seems to me almost absurd. 

Mr. Walker. I agree with you fully in that. 

Mr. Hall. The authority of the Government for instituting a system 
of guaranteeing the redemption of notes circulating as money is based 
upon the broad princi])le of the power of the Government to regulate 
matters in regard to finance. Where is there any authority in the Con- 
stitution or in the original formation of the Government for the United 
States Government to look into the question of deposits and discounts 
of banks! 
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Secretary Carlisle. I have expressed my opinion about that in my 
report. Of course my opinion upon this subject is theoretical; but it is 
my oi>iniou, nevertheless, that it is not the business of the Government 
to interfere with the private affairs of a bank with Its depositors any 
more than it is its business to interfere with manufacturing or com- 
mercial corporations. The matter of depositing money in a bank is a 
matter between the bank and its customers, and nobody else. The bank 
does not acquire its right to receive deposits from any Government 
authority. I can receive deposits if anybody is willing to make them 
with me. It is entirely a matter of private concern between the parties. 
If the Government undertakes to superintend the issue of paper to cir- 
culate as currency then the Government does assume the duty of seeing 
that it is a safe currency. 

Mr. Hall. Does not this reserve fund in itself tend to impair the 
elasticity of the currency! 

Secretary Carlisle. It does, and at the very time when currency is 
most needed. A bank should hfive the right to use all its resources for 
itbe benefit of the community in which it is located, and should not be 
compelled to disappoint people whose necessities compel them to borrow 
money. The great banks of Europe are not required to keep any reserve. 
The Bank of England has found itvself six or seven times, in its history of 
two hundred years, with its reserve run down. Whenever the reserve 
runs down in England now, without any authority of law, but by the per- 
mission of the Government authorities, the banking department calls 
upon the issue department to let it have additional notes, and puts up 
security of some kind. In other words, the banking department pur- 
chases from the issue department a certain amount of notes, or the issue 
department purchases from the banking department a certain amount 
of securities, and pays for them in new notes. 

Mr. Warner. There is a question in my mind as to whether a repeal 
of all the provisions of law as to national banks requiring a reserve on 
account of deposits might not have the result of giving national banks 
an advantage over State banks in cases where the State chooses to pro- 
vide that its institutions shall keep a reserve against deposits. 

Secretary Carlisle. Yes. 

Mr. Warner. So that it would practically prevent a State from 
enforcing, as a general principle, throughout its borders, the keeping of 
any reserve against deposits! 

Secretary Carlisle. It will be observed, however, that the reserve 
which is required to be kei)t by the national banking system, and which 
would be required to be kept by the State banking laws, does not con- 
sist of the money of the banks. It is not the bank's capital that is 
reserved; it is the depositors' money. It is the money which the 
depositors put in, and for the State to say to depositors they must not 
take out the money they had put in because the bank has made dis- 
counts down to or below 25 per cent of its dejwsits would not be exactly 
right. 

Mr. Warner. I agree with you entirely. How do you distinguish 
between money of the banks and money of the depositors as to the re- 
serve! 

Secretary Carlisle. You can not say, of course, that any particular 
bill belongs to a bank or to a depositor; but if a bank has deposits to 
the amount of $500,000 the reserve simply diminishes its discount 
faud. 

Mr. Walker. It is admitted to be necessary for the safety of the 
bank that it shall keep n reserve, which experience has shown on, 
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the whole, bears a certain proportion to its deposits. There is a bill 
before this committee to allow banks to make use of its reserve to any 
extent, provided it averages for thirty days the reserve required, and 
that if it does not that the bank shall pay interest to the Government 
on the average deficiency. Is it not better to preserve the present 
law, rather than to leave the banks at liberty to have no rest^rve, when 
nine-tenths of the banks get most of their knowledge of banking from 
the very act itself? 

Secretary Carlisle. I agree with you that no bank can be safely 
managed without having a reserve fund, and I think that if a bank 
did not keep something on hand to pay its depositors they would not 
continue business with it very long. 

Mr. Walker. Is not the safety fund for the depositors in the bank of 
the same character as the safety fund which you propose for the bill 
holders! 

Secretary Carlisle. The bill goes into the community. The people 
can not transact business well without using it, and they look to the 
banking act to see whether the bill is safe or not; but the dealings of 
depositors with banks is entirely voluntary on their part. It is a credit 
which they give to the banks. 

Mr. Walker. You say that it is entirely voluntary whether a man 
uses a bank or not. Legally that is so, but morally no man can do busi- 
ness unless he uses a bank*. 

Secretary Carlisle. Nor can he not do business without buying food 
and clothing but he determines for himself where he will purchase them. 

Mr. Walker. We are talking now about regulating banks, not about 
food or clothing. A majority ot the depositors in a bank have no means 
of knowing anything about "the bank, and do you not think that if we 
are regulating the banking system at all that we should regulate the 
reserve! 

Secretary Carlisle. There might be some way of relaxing it which 
would be satisfactory. 

Mr. Walker. Have you examined the way of relaxing it in the bill 
H. R. 171! 

Secretary Carlisle. !N^o, sir; I have not. 

Mr. Walker. Do you hold that the Government owes no duty to 
the depositors in a bank! 

Secretary Carlisle. The Government is under no more obligation 
to bank dei>ositors tlian to any other citizens. 

Mr. Warner. Would it be inconsistent in the plan you suggest if 
section 9 should be modified by providing that the States in which 
national banks are situated may require of national banks such a 
reserve on account of deposits not greater than the reserve required 
from their own State institutions. 

Secretary Carlisle. That would still leave them liable to have an 
inflexible rule put upon them. 

Mr. Warner. Would not your proposition practically prevent the 
State from enforcing, in regard to any banking institution, any pro- 
vision for a reserve! And should not the States be left free to enforce 
such reserve in the case of national banks as they enforce in the case 
of their own banks — the question of deposit being one entirely for the 
States and not for the United States! 

Secretary Carlisle. That might have the effect of operating in favor 
of the national banks instead of in favor of State banks. 

Mr. Warner. Would it not entirely wipe out State banks as banks 
of deposit! 
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Secretary Carlisle. If tbe States should require their bauks to hold 
reserves agaiust deposits, aud the national banks in fact held none, the 
State banks woald be safer and more attractive to depositors than the 
national banks. I do not think that a man capable of managing a 
bank would think that he could loan out, all the time, every dollar in 
the bank and have nothing to meet the demands of his depositors. 

Mr. Warner. Would not the ninth section be practically an inhibi- 
tion against the States requiring banks to keep a reserve on account of 
deposits t 

Secretary Carlisle. It might have that effect. 

The Chairman. Now, as to section 11 of your proposed bill. 

Secretary Carlisle. I have set out in this report tbe outlines of a 
plan for exempting the use of circulating notes issued by State banks 
firom taxation on certain conditions, which embodies my views on the 
subject, as a practical question. Theoretically I do not believe that 
the Government of the United States should impose any tax upon 
notes lawfully issued by a State bank. But there is such a tax, and 
its validity has been declared by the Supreme Court of the United 
States; and it seems impossible, or at least impracticable, under the 
present circumstances, to repeal it absolutely; and it might not be good 
financial policy, even if it were practicable. My idea was that we 
would relax it so that it would not be absolutely prohibitory. I believe 
that a State-bank note issued under the conditions set out in this plan 
would be safe. 

We are to have the individual liability of the stockholders. We 
would have the 30 per cent on the circulation always retained, and 
we would have all the other safeguards heretofore mentioned. I think 
we would have, I will not say, a perfectly safe bank note (perhaps that 
would be a little too strong an expression), but we would have a reason- 
ably safe bank note for the use of the people. The third paragraph in 
this plan requiring a provision of law-making stockholders individu- 
ally liable I would amend by providing that it shall not apply in the 
caae of administrators, guardians, trustees, etc., provided the estates 
and funds in their hands belonging to the cestui que trust are liable 
under the law. In other words, I would exempt from personal liability 
a trustee or administrator. 

Mr. Cox. After these limitations and conditions have been complied 
with by a State bank which desires to go into banking, who is to 
decide and settle the question as to wliether the conditions and limita- 
tions under the act have been complied with? Where would you lodge 
that authority t 

Secretary Carlisle. This plan proposes that the notes of State 
banks shall be exempted from taxation when it is shown, to the satis- 
faction of the Secretiiry of the Treasury and of the Comptroller of the 
Currency, that all the conditions have been com])lied with. Under this 
plan no authority would be issued in advance to a State banking asso- 
ciation to issue notes without taxation. But a State bank would organ- 
ize itself under the law and proceed to issue its notes, and when the 
time came to collect the tax upon its notes it would simply be required 
to show to the Secretary and Comptroller that it had complied with 
all the conditions of the law, and therefore no tax would be assessed 
upon its notes. 

Mr. Cox. The bank, under that statement, would have to assnme the 
responsibility that it had complied with the conditions of the law, and 
if the United States authorities decide that it had not, it would bo 
subject to taxation on its notes. 
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Secretary Carlisle. Yes; I think that would be suflRcient to induce 
the bank to comply with the conditions of the law. 

Mr. Cox. I have no doubt that in that case the proper authorities 
would issue rules so as to instruct its subordinate officers how to 
proceed. 

Secretary Carlisle. The officer making: the inquiry in regard to 
the taxation would have the right to take all reasonable steps to ascer- 
tain the facts. If necessary for him to see the books of the bank, he 
could see them. It is true that there would be no provision in the 
law compelling a State bank to submit to an examination of its affairs, 
but if the agent of the Treasury Department made a request to be 
permitted to see the books of the bank, and the bank declined, the 
agent's answer would be very brief. It would be, "Very well, yoa 
must pay the tax." 

Mr. Warner. What diflference do you intend between the '* deposit^ 
or custody of the guarantee fund in United States legal-tender notes 
on the part of a State bank and the "keeping" guarantee fund of 30 
per cent in the case of a national bankt 

Secretary Carlisle. I have thought about that a good deal> and 
have not come to any entirely satisfactory conclusion in my own mind 
as to whether the bank should be allowed to keep that deposit in its 
own vaults or whether it shall be required to keep it with some State 
authority. 

Mr. Johnson, of Indiana. Why not with some national authority! 

Secretary Carlisle. Because I do not think that national authority 
has anything to do with it. I think that all the power which the 
United States has on this subject, if any, is the power to tax as laid 
down by the Supreme Court, and I think that you may tax upon con- 
ditions as well as tax absolutely. But I do not think that the Govern- 
ment of the United States has any authority to take hold of a State- 
bank system or to manage the affairs of a State bank except to the 
extent of saying that it will not tax State-bank notes under certain con- 
ditions. 

The Chairman. Would you leave the reserve in the vaults of State 
banks and require national banks to put their reserve in the vaults of 
the National Treasury! 

Secretary Carlisle. The effect on the bank is just the same, but I 
am not clear in my own mind whether we should permit State banks to 
keep the 30 per cent reserve in their own vaults or require them to 
deposit it with some State official. 

Mr. Johnson, of Indiana. Would not that offer superior inducements 
to the State bank instead of to the national bankt 

Secretary Carlisle. I do not think it would offer superior induce- 
ments. If a bank desires to withdraw any part of its reserve it can 
redeem its notes and withdraw part of its reserve. If a bank proposes to 
manage its affairs honestly, it makes no difference to it whether its 
reserve fund is in its own vaults or in the vault of some public official 
in the State or here. 

Mr. Johnson, of Indiana. Would not the fact of the reserve being 
in their own vaults be an extra inducement to State banking? 

Secretary Carlisle. I think that depends altogether upon the pur- 
pose of the bank. If a bank desires to conduct its affairs honestly and 
faithfully, it does not make a particle of difference whether its guarantee 
fund is kept in its own vaults or anywhere else. If it wants to use its 
guarantee fund in violation of law, of course it would want to keep it 
in its own vaults. . . 

Mr. Walker. If you are going to put any conditions at all upon 
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State banks, why not put on the condition that 30 per cent of its circu- 
lation shall be in the custody of the United States f Do you not assume 
(in saying that this reserve fund may be left in the custody of the 
State banks) that you have more confidence in their integrity than you 
have in the integrity of the national banks! 

Secretary Carlisle. Kot at all. If a bank puts its 30 per cent fund 
here the Secretary of the Treasury has to keep a strict account of every 
note issued by that bank. 

Mr. Walker. You have to do so in any case. 

Secretary Carlisle. Not at all. We would have to issue notes to the 
State banks, and we would have to take charge of its whole business 
substantially so as to know all the time what circulation each bank 
had out; and whenever it retired notes we would have to register 
and destroy them. This would send the entire issue business of the 
State banks to the Treasury Department of the United States. 

Mr. Warner. Just as much so as national banks. 

Secretary Carlisle. Exactly* 

Mr. Walker. If I understand your purpose in having State banks 
and national banks, it is that business men and bankers may elect 
whether they will take the State-bank note or the national-bank note. 
If that is your reason, ought not the appearance of the State-bank 
note be entirely dissimilar from that of a national-bank note! 

Secretary Carlisle. Certainly. That is provided for. "The Sec- 
retary of the Treasury may, under proper rules and regulations, to be 
established by him, permit State banks to procure and use in the prepa- 
ration of their notes the distinctive paper used in printing United 
States securities; but no State bank shall print or engrave its notes 
in similitude of United States notes or certificates or national-bank 
Botes." 

Mr. Walker. My point is this : That the note would be in the eye 
of the law, or after a critical examination, or even any examination, in 
the similitude of a United States note; and if it is printed on the same 
paper, I submit that in taking those notes in quantities, or singly, peo- 
ple could not at once determine or decide whether it was a State note 
or a United States note, although they might not desire to handle State 
notes. It seems to me that if you have a distinctively colored paper, 
the color of the paper ought to be such that the dift'erence would be 
apparent at once and conspicuous, and that that provision of your 
bill does not reach to that extent. 

Secretary Carlisle. The provision goes only to the extent of pro- 
Yiding that the State note shall not be in the similitude of a United 
States note. Of course every note issued by a State bank would have 
on it the name of the bank and the name of the State, and the note a^ 
a whole, as to, ornamentation and style, would have to be diflFerent.. 
I thought it would be necessary to have the distinctive paper, if possi- 
ble, in order to guard against counterfeiting, but that is a matter of 
detail. 

Mr. Walker. It seems to me, Mr. Secretary, that the plan you have 
given us interferes with State banks. 

Secretary Carlisle. It does not interfere at all. The plan only 
I>ermit8 them to do certain things if they want to do it. 

Mr. Walker. That it does interfere is the way it reaches my mind. 

Secretary Carlisle. I do not so regard it. 

Mr. Walker. I understand that, but you can see at once that it is 
jfornishing the opportunity for a State-bank note to appear before the 
communi^ in the dress and similitud e of a United States note, because 
the color of the note is the same. Where a man takes a n^^^adays, 
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in counting a handred dollars, he takes very little notice of anything 
more than the denominations of the notes; he sees that they are similar 
in color, though different in portions of the engraving and the name; 
but, without a critical examination, such as a citizen ought not. to be 
required to give a note in business transactions, he can not tell whether 
the note is a greenback, a silver certificate, or a national-bank not«. 

Secretary Carlisle. They are notes, however, of different characters. 

Mr. Walker. But they are all equally good. 

Mr. Johnson, of Indiana. Under your plan would not the State bank 
be to a limited extent under the control of the Federal Government t 

Secretary Carlisle. No. 

Mr. Johnson, of Indiana. As I understand it, it must come under 
Federal supervision to some extent before it has any right to issue 
notes. 

Secretary Carlisle. I disclaim any authority on the part of the 
Government to control. They can be taxed, it is true, but this' plan 
simply provides that if they comply with these conditions we will not 
tax their notes; we can not require them to comply. 

Mr. Johnson, of Indiana. Do you not think, if you impose in your 
plan certain necessary conditions precedent before a State bank can 
issue notes, that that is, to a certain extent, subjecting it to national 
control? 

Secretary Carlisle. No; I think not. My own position would lead 
me logically to the absolute repeal of the tax. 

Mr. Johnson, of Indiana. Were there not many charters under 
which State banks of issue issued pai)er before the war, which char- 
ters contained all of the limitations and restrictions on the powers of 
the banks that are found in your plan t 

Secretary Carlisle. I am not able to say, Mr. Johnson, how many 
of them, if any, contained those conditions. 

Mr. Johnson, of Indiana. You do not know! 

Secretary Carlisle. No, sir. 

Mr. Johnson, of Indiana. The safety of a note to the people con- 
sists not so much in the provisions of the charter as in the enforcement 
of those provisions; am I not right about that? 

Secretary Carlisle. You can not enforce a provision unless it is 
contained in the charter. 

Mr. Johnson, of Indiana. But I say the safety of a note in the 
hands of the holder depends not so much upon the provisions of the 
charter of the bank as upon the rigid enforcement of the provisions of 
that charter. ^ 

Secretary Carlisle. Certainly the bank must not violate, but if it 
does it must be held to the execution of the law in its charter. 

Mr. Johnson, of Indiana. There is no power of visitation or exami-' 
nation, and nothing requiring reports at the hands of the Slate bank 
to the General Government in your plan, is there? 

Secretary Carlisle. No; but the State bank must satisfy the Sec- 
retary of the Treasury and Cif)in])troller of the Currency that it haa 
complied with these conditions, and must c 'mply with whatever request 
those officials make of it, or it wiH be taxed, 

Mr. Johnson, of Indiana. What ])reli]ninary power or authority 
do you give to the General Government to ascertain from time to time 
whether or not the State bank, under your plan, is complying with the 
limitations which you propose to impose? 

Secretary Carlisle. Do you mean the institution of an investiga-. 
tion, independently of the question of taxation? 
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Mr. Johnson, of Indiana. So that the Secretary and Comptroller can 
readily ascertain whether or not the conditions have been complied 
with. 

Secretary Oablisle. Every power that any intelligent man would 
consider necessary in such a case. 

Mr. Johnson, of Indiana. Point out, if you please, what is reserved 
with reference to that particular point by your plan. 

Secretary Carlisle. We do not propose to do it at all. We do not 
believe that we ought to have the power to examine without the consent 
of the bank. 

Mr. Johnson, of Indiana. Then there is no power in your plan, as I 
understand, which authorizes the Qeneral Goverdment to visit these 
banks to inspect them, or to require reports of their condition from time 
to time, in order that the Government officials may see that they are 
complying with the law under which they are allowed to issue notes 
without the 10 per cent taxt 

Secretary Carlisle. No express authority is given to any officer, as 
a matter of right, to visit any State bank and inspect its books and 
accounts. But the Secretary of the Treasury and the Comptroller ot 
the Currency have the right to require, and will require, the banks to 
Airnish to them information necessary to enable them to decide whether 
the banks have complied with these conditions or not; in other words, 
the power to see that they are rigbtfully exempt from taxation. 

Mr. Johnson, of Indiana. Supi)ose the bank complies with that 
requirement for a period of time, and then there arises a suspicion that 
it is not complying; what power has the Government, under your plan, 
to see that the bank is still acting in good faith, or otherwise? 

Secretary Carlisle. Every power that an intelligent man can pos- 
sibly want to exercise, because we can say to the bank, ** We will tax 
you unless you show to our entire satisfaction that you have complied, 
during the whole of this ye*ar, with the conditions imposed." The taxes 
will be payable every year. At the time when the tax becomes pay- 
able, a bank will apply for exemption, and will undertcake to show to the 
Secretary of the Treasury and the Comptroller of the Currency that it 
is entitled to exemption because it has comi)lied with all these condi- 
tions. The Secretwy of the Treasury and the Comptroller of the Cur- 
rency may then say to the bank, " The evidence you have furnished us 
upon this subject is not satisfactory; we want something further; we 
want to look at your books and accounts." I say such a case might 
arise. SupiK)se the bank declines; then all the power we have is to 
tax the notes. 

Mr. Cobb, of Alabama. And that will destroy the bank. 

Secretary Carlisle. Yes; but the bank can carry on business with- 
out making itself amenable to these requirements. In that case, how- 
ever, you destroy it as a bank of issue. 

Mr. Cobb, of Alabama. It seems to me that it is a destruction of the 
bank. 

Secretary Carlisle. There is not only a tax of 10 per cent upon 
that bank itself for each one of the notes it has paid out, but there is 
a tax upon every other bank that has paid out those notes during the 
whole year. 

Mr. Johnson, of Indiana. A tax on every dollar every time it is paid 
outf 

Secretary Carlisle. Every time. 

Mr. Johnson, of Indiana. Suppose the bank presents what it deems 
sufficient evidence to the governmental authorities that it is exempt 
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from taxation and they are not satisfied, but propose to tax the bank; 
what remedy has the bank when the evidence is not regarded as amplet 

Secretary Carlisle. If it has been compelled to pay an illegal tax, 
I suppose the bank would have the same remedy that anybody else 
would have under the same circumstances. 

Mr. Hall. May I ask you a question right there? 

Secretary Carlisle. Yes. 

Mr. Hall. On the same line that Mr, Walker and Mr. Johnson have 
questioned you, I want to know if the parties most vitally and deeply 
interested in the validity of the cii'culation and use of that currency 
are not the banks themselves? 

Secretary Carlisle. Yes. 

Mr. Hall. If they fail to put forward a currency that would circu- 
late as well as any other cuiTency, are they not the persons who will 
be most injured thereby! 

Secretary Carlisle. I think so. 

Mr. Johnson, of Indiana. And would not the doctrine of the "sur- 
vival of the fittest" currency apply to the issue of State-bank cur- 
rency, as well as to any other kindf 

Secretary Carlisle. I think so. 

Mr. Warner. As a matter of fact, Mr. Secretary, would not these 
examinations which would take place in fact, although not expressly 
provided for under your plan, probably be in the end the best adver- 
tisement that a bank of issue could have, just as in the case of exami- 
nation of insurance corporations nine-tenths of their advertising con- 
sists of the publication of the results of examinations? 

Secretary Carlisle. Undoubtedly that would be the case with the 
banks. 

Mr. Johnson, of Indiana. Was it not the case before the war that 
State bank notes which had so depreciated that they were at a discount 
continued to have currency, and that people were compelled to take 
them? 

Secetary Carlisle. Certainly. But I do not believe, gentlemen, 
that you can reestablish what was called the wild-cat banking sys- 
tem in the United States any more than you can reestablish the 
conditions out of which the system arose. Those conditions have all 
passed away, and you can not have a bank of issue that could sustain 
itself unless its notes are safe or reasonably safe. The education and 
experience of the people of the United States for the last thirty years 
have carried them a long way beyond the point of keeping in circu- 
lation any depreciated bank paper. 

Mr. Walker. Is not this the theory upon which all examinations of 
banks are now made: That a bank can at any time make its condition 
sound for a day or two or for three or five days; that if notifications 
are sent to the bank beforehand that the examiner is to appear, the 
examination is practically valueless; and that, therefore, the exami- 
ners are required to appear at unexpected times, and calls are made 
upon banks at unexpected times for report as to their condition ; and 
does not your theory contemplate exactly the opposite of that, that of 
allowing the banks to make their own representations to the Depart- 
ment? 

Secretary Carlisle. You mean with respect to State banks? 

Mr. Walker. Yes. Does not your whole testimony here proceed 
upon exactly the oj)posite theory to that which I have stated? 

Secretary Carlisle. As to national banks 

Mr. Walker. No; as to the State banks. 
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Secretary Carlisle. I will come to that. As to the national banks, 
this plan proposes no change whatever in the method of reporting, which 
is required live times a year, or in- the method of examination. The 
only penalty to which the State bank is proposed to be subjected for 
failure to comply with all these conditions and keeping all the time in 
the situation which the law requires is the payment of the 10 per cent 
tax upon its circulation. If that is not sufficient to induce the bank to 
comply with these conditions, then the plan as to the State bank will 
be a failure, and no State bank can issue notes, because it will be closed 
up at once. If it has not complied with the conditions, then it will 
have to pay the 10 per cent tax, and no bank can live under that tax, 
so that there will be no State bank of issue in existence tliatdoes not 
comply with these conditions. 

Mr. Walker. Mr. Secretary, that does not reach the point at all, 
because that is in the line of the banks' declarations,assuming that they 
are honest and fair and wise and prudent. It assumes all tliose things. 
Now, the theory is, as I have said, that the national banks all need 
investigation, and they need investigation at times and occasions when 
they do not expect it. They are under constant temptation to increase 
their receipts, to enlarge their dividends, by practices that Ure not safe. 
That is the ground upon which irregular and unexpected visitations are 
made, and evidence procured by outside parties, namely, examiners, or 
anyone who may be employed. Your theory proceeds in exactly the 
opposite direction, that the banks are to report to you their condition, 
and that this condition is permanent and continuous, and I submit that 
it would take about as large a force, and investigation at unexpected 
times, to find out whether the bank has complied with your conditions. 
We know something about customhouse oaths, and so we may know 
something about bankers' oaths. 

Secretary Carlisle. Instead of assuming that all of the State 
banks, as a fundamental proposition upon which this plan is based, 
will be honest and faithful in the discharge of their duties under the 
law, you may assume just the contrary; you may assume that they will 
all be dishonest and unfaithful, and if so their circulation will be taxed 
ont of existence. 

Mr. Walker. Then after the horse is stolen we will lock the stable 
doort 

Mr. Hall. In 'answer to the question asked you by Mr. Walker in 
regard to the importance of having a careful guardianship over these 
banks, I want to know whether, referring to sections 19 and 20 of 
the act approved February 8, 1875, touching the issue of notes and 
putting the 10 per cent taxation on them — and it was in that act that 
the old sections were incorporated — there is not a provision in those 
sections that the 10 per cent tax applies not only to the issuance of 
notes, but to every time notes are paid out, so that the tax of 10 per 
oent applies to every time notes are paid out. 

Secretary Carlisle. It applies if the note is paid out by the bank 
of issue, or by any other bank, or by any individual. 

Mr. Hall. Now, would not that make every other bank and every 
other individual especially and personally interested in seeing that the 
bank of issue had complied with the conditions precedent that exempted 
it, and would not that tend to create a constant surveillance over the 
bank which would be better in its effect even than the official examina- 
•tion of a national bank? 

Secretary Carlisle. That is what I said a few moments ago; that 
no bank or individual will take that note unless he is satisfied that it 
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is a good note and that the bank issuing it has complied with the 
law. 

Mr. Brosius. How long, under your plan, would a State bank issue 
circulation before being required to exhibit evidence to the Treasury 
Department that it has complied with the conditions specified in your 
plant 

Secretary Carlisle. I believe the 10 per cent taxation upon the 
issues of State bank circulation is not made payable semiannually, a& 
it is in the case of a national bank. 

Mr. Brosius. It is made payable annually. 

Secretaiy Carlisle. Then a State bank could go on issuing note& 
until the time came for paying the tax. 

Mr. Brosius. Under your plan a State bank could continue issuing 
its own notes for a period of one year before the Treasury Department 
would have any right to call upon it for any exhibition of its right to- 
do 80. 

Mr. Hall, They can do that now. 

Secretary Carlisle. They can do that now just as well. 

Mr. Johnson, of Indiana. In response to a question asked you awhile 
^Oj you said the time had come when people could not be induced to 
take bad money. I suppose you meant knowingly induced to take bad 
money. Is it not true that under any system of bankinp: that can be 
devised money might be taken by ])eople under a misapprehension, 
thinking it to be good, when it should afterwards turn out to be bad in 
their hands! 

Secretary Carlisle. Oh, yes. What I intended to express was this : 
That the people would inform themselves before taking the notes; in 
other words, that if a State bank should be established in your town, 
for instance, the people of your town, of course, would know something 
about its condition, and they would not take its notes unless they were 
reasonably safe, because there are plenty of other notes to be had; nor 
would they make deposits in that bank unless the bank were reason- 
ably safe. There are are national banks all over the country whose notes 
are now in circulation. But thirty to fifty years ago, when large parta 
of the South and West were comparatively unsettled, when they had 
no banking facilities, no easy and quick communication with financial 
centers, no easy methods of making exchanges, they had to have a cur- 
rency of some kind, and they resorted to almost everything that looked 
like a bank bill, and banked upon mortgages upon real estate, and 
various kinds of securities. But I am satisfied that nothing of that sort 
can be done now. 

Mr. Johnson, of Indijina. While I might be satisfied with a bank in 
my own State, I might want to pass some of those bills to somebody 
living outside of my State. 

Secretary Carlisle. All those arguments are legitimate and fair, 
Mr. Johnson, but they apply to the national banks just as well as to 
the State banks. My opinion is th«at the State-bank note, issued under 
those conditions, will be a good note. 

Mr. Cobb, of Alabama. Is not your x^roposed plan unfriendly to the 
State banks in this: That the conditions are so stringent that they can 
not circulate their notes f 

Secretary Carlisle. I do not know that it is unfriendly to State 
banks. 

Mr. Cobb, of Alabama. In this resi)ect: That the conditions are so 
stringent a« to make every individual who takes a circulating note of 
one of those banks, so highly responsible, that every intelligent citizen 
would be afraid to take hold of a State-bank note. 
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Secretary Carlisle. That is what I said a few moments ago. I 
thought that was one of the guarantees that only good notes would 
circulate. 

Mr. Cobb, of Alabama. Is it not a guarantee that you could not, under 
your plan, have State banking at all? 

Secretary Carlisle. I do not think so. I think that if a State bank 
complies with the conditions imposed the people would take notes if 
they needed them. I confess, Judge Cobb, that I do not attach the 
same importance to this State-baixk provision that perhai)s some 
other gentlemen do. I do not know to what extent it would be utilized, 
even if it should be adopted. But still there seems to be a demand in 
some parts of the country for such a system, and I am willing to ac- 
cede to. that demand. 

Mr. Cobb, of Alabama. I would like to have the plan more liberal, 
because I am in favor of State-bank money, and the point I make is 
that under your plan it is impossible to have any State bank currency. 

Secretary Carlisle. You can, if you have a good currency, I think. 

Mr. Cobb, of Alabama. How can any individual citizen know that it 
is good currency, so that he may know he is escaping the penalty of 
the law in circulating it! 

Secretary Carlisle, fle has the assurance that the bank would not 
undertake to issue notes under this system, subject to the 10 ))er cent 
taxation, without complying with the conditions of the law; that the 
bank could not afford to put itself in that attitude. 

Mr. Cobb, of Alabama. And that is all the guarantee he has, is it 
nott 

Secretary Carlisle. No; he has the additional guarantee which 
every man has who takes a bank note. He has some faith, of course,, 
in the people who conduct the bank, the general commercial credit and 
standing of the institution itself. 

The Chairman. In order to avoid the objection, Mr. Secretary, that 
Mr. Cobb, of Alabama, has suggested, of discrimination against the 
State banks, would it be proper to remit the taxation upon such bank» 
as complied completely with the provisions which you proi)08e to apply 
to the national banks, and would not such provision secure a greater 
uniformity than is possible under the system which you propose? 

Secretary Carlisle. Do you mean, Mr. Chairman, to make a pro- 
vision that they shall keep on deposit, say, with some official of the 
Government, or keep in their own hands, 30 per cent of their circula- 
tion and also a safety fund? 

The Chairman. I mean, is there any objection to applying to the 
State banks, as a condition of being relieved from the taxation, the 
same provisions precisely, mutatis mutandis, which you apply to the 
national banks? 

Secretary Carlisle, Then I see no use whatever of providing for a 
State banking system; it would be all a national banking system then. 

The Chairman. If you apply one condition, you may apply that as 
well as the other! 

Secretary Carlisle. If you undertake to impose conditions upon 
them in order to secure exemption from taxation, of course you can 
impose such conditions as you please. But if you are to impose upon 
them the same conditions as are imposed upon national banks, then 
of course we shall have to take supervision of them, because we now 
exercise supervision of the national banks. 

Mr. JoHNtON, of Indiana. You dropped a remark a bit ago that gave 
me, as an individual, some encouragement, for I like very much some 
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of the general features of your plan, though there is one element that 
I do not like. If it were possible to get through this Congress 
a bill revising our banking and currency system so that the Govern- 
ment may be divorced from banking, and retire all the Government 
issnes, and dispense with the bond security, which prevent elasticity, 
and secure an elastic system of currency in order to meet the needs of 
the people, why is it necessary to insist upon a revival of the mistakes 
of the Stat-e banking system? Do you consider the State banking sys- 
tem as absolutely essential now to currency reform? 

Secretary Carlisle. I have just said that I attach less importance 
to the State banking system than many other gentlemen do, but that 
there seems to be a demand in certain parts of the country for State 
banks in order to supply them with the currency for local use at certain 
seasons of the year, issued upon some plan which would give it a 
sufficient amount of elasticity to enable the banks to put it out when 
it is wanted, and to take it in when it is not needed; and I said that 
in deference to that sentiment I had incorporated that feature into this 
plan. 

I believe, in the first place — and I am giving you now only my indi- 
vidual opinion, I atn not criticising the decision of any judicial tribunal — 
that the imposition of this tax upon State banks by the United States 
Government, for the purpose for which it was imposed, was an uncon- 
stitutional exercise of power. But the courts have said that it was 
<M>nstitutional. Therefore', my position, as I say, would lead me logi- 
cally to the repeal of the whole law on that subject. That, however, 
•can not be done, and, in deference to the demand which seems to exist 
in many parts of the country for a State banking system, this has been 
incorporated here upon such conditions as, in myopinion, would secure 
a sound circulating medium. That is my position. 

Mr. Johnson, of Indiana. The point I make is this, Mr. Secretary, 
Will not your plan, with the State-bank system eliminated, give to 
the people of sparsely settled districts the elastic currency which you 
say is needed and reasons^ly mei't all their requirements? 

Secretary Carlisle. I think it would. But at the same time, a part 
of this plan, and, in my opinion, the most valuable part of it, is that 
provision which authorizes the Secretary of the Treasury to use from 
time to time, in his discretion, the surplus revenue to enable him to 
retire the old legal-tender notes, the Treasury not^s of 1890, to the extent 
of 70 per cent ui)on the amount of notes issued under this system. You 
understand that when a national bank takes out circulation under this 
system, or when a State bank takes out circulation under this system, 
it will increase the circulating medium nearly 70 per cent, because it is 
required to lock up 30 per cent. 

In order to make a wider field for the exercise of this authority to 
redeem and cancel the old United StjUes notes and the Treasury notes 
the State bank circulation is as useful as the national bank circulation, 
because this plan provides that the Secretary of the Treasury may 
retire these notes to the extent of 70 per cent of the national-baiik cir- 
uclation taken, out or 70 per cent of the State-bank circulation taken 
out. In other words, it attbrds to the Secretary of the Treasury an 
opportunity to relieve the Government from the current redemption of 
gold ])aper to a larger extent than he would without the State banking 
system. 

The national banks to day have about $672,000,000 capital, and the 
State banks have enough more to make about $1,000,000,000. Of coarse 
no one can tell in advance to what extent notes will be taken out under 
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this system, but if notes were taken out to the full capacity of the banks, 
State and national, it would require the deposit of about $125,000,000 
of these notes, t<i say nothing of what mi^ht go into the safety fund. 

Mr. Johnson, of Ohio. Can not the undivided profits of the national 
banks be at once converted into capital ! We liave $300,000,000 under 
that head. 

Secretary Carlisle. Yes; that could be done, but I am considering 
the capital stock alone. That would dispose of $1*25,000,000 of out- 
standing notes, provided the whole amount were taken, which of course 
it will not be for a long time. 

8TATEMEHT BT SECEETART CARLISLE— Besomed. 

Secretary Carlisle. Mr. Chairman, I apologize to the committee fbr 
being late. I was compelled to go to my office, and found it impossi- 
ble to get away in order to be here at the time agreed upon yesterday. 
As a great many questions are being asked in relation to the Baltimore 
plan, I think it would be very well to have it incorporated in my 
statement. 

The Chairman. It has been already ordered to be incorporated in 
the proceedings of the committee. 

Secretary Carlisle. In accordance with the request of the com- 
mittee made yesterday, I have prepared a bill which, with the permis- 
sion of the committee, 1 will read, if it is thought desirable for me to 
do so. 

The Chairman. Please to do so. 

Secretary Carlisle read the bill prepared by him, as follows: 

AN ACT to amend the laws relating to national-banking associations, to exempt the notes of State 
banks firom taxation npon certain conditions, and for other purposes. 

Bt it enacted by the Senate and House of Representatives of the United Stat&t of America 
in Congress assembled, That all actstiud parts of acts which require or authorize 
the deposit of United States bonds to secare circulating notes' issaed by national 
banking associations be, and the same are hereby, repealed, and such notes hereafter 
prepated shall not contain the statement that they are so secured. 

8bc. 2. That any national- banking association organized as now provided by law, 
and any national-banking association hereafter organized, may take out circulating 
notes to an amount not exceeding 75 per cent of its paid-up and unimpaired capital 
npon depositing with the Treasurer of the United States United States legal-tender 
notes, including Treasury notes issued under the act approved July 14, 1890, entitled 
"An act directing the purchase of silver bullion and the issue of Treasury notes 
thereon, and for other purposes,'' as a guaranty fund equal to 30 per cent of the cir- 
enlating notes applied ior. The association making such deposit shall be entitled 
to receive f^om the Comptroller of the Currency' circulating notes in denomiuations 
of $10 and multiples thereof in blank, registered and countersigned, as provided by 
law, and all sncn notes, together with the circulating notes of national -thanking 
associations now outstanding, shall constitute, and are hereby declared to be, a first 
lien npon all the assets of the association issuing the same. All circulating notes 
faereaiter furnished to national-banking associations shall be uuifonn in design, but 
any association desiring to redeem its circulating notes in gold may have them made * 

Sayable in that coin; and the Secretary of the Treasury is hereby authorized and 
irected to have prepared and keep on hand rt>ady for delivery on application a 
reserve of blank notes for each national-banking association having circulation, but 
such reserve for each bank shall at no time be in excess of the diiference between 
the amount of its notes then outstanding and the total amount which it is by this 
act authorized to receive. 

Skc. 3. That in lieu of all existing taxes each national-banking association shall 
pay to the Treasurer or the United States, in the months of January and July each 
year, a duty of one fourth of 1 per centum for each half year upon the average 
amount of its notes in circulation, and in computing such average all notes issued 
by such asso<*iation and not actually retired from circulation in the manner herein- 
after provided shall be included. 
Src. 4. That each national-banking association shall redeem its notes at par on 
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Sn-sentation at its own office or at its own office and at such agencies as maj be 
esignated by it for that purpose, and whenever such association desires to retire 
the whole or any part of its circnlationy the notes to be retired shall be forwarded 
to the Comptroller of the Currency for cancellation, and thereupon 30 per centum of 
the amount of such canceled notes shall be returned to the association. Defaced and 
mutilated notes, and notes otherwise unfit for circulation, which have been re^ieemed 
by any association, may be returned to the Comptroller of the Currency for destruc- 
tion and reissue, as now provided by law. 

Sec. 5. That in order t<i provide a safety fund for the prompt redemption of the 
circulatiuflT notes of failed national banking associations, each such association now 
organized, or hereafter organized, shall pay to the Treasurer of the United States,, 
in the months of January and July in each year, a tax of oue-foni*th of 1 per centum 
for each half year upon the avera^^e amount of its circulating notes outstanding, to 
be computed as hereinbefore provided, until the said fund amounts to a sum equal to 
5 per centum upon the total amount of national>bank notes outstanding, and there- 
after said tax shall cease. Each association hereafter organized, and eacn association 
applying for additional circulation, shall pay its pro rata share into the said fund 
before receiving notes; but an association retiring or reducing its circulation shall 
not be entitled to withdraw any part of said fund. When a national banking asso- 
ciation becomes insolvent, its guarantee fund held on deposit shall be transferred to 
the safety fund herein provided for and applied to the redemption of its outstandings 
notes, an>l in case the said last-mentioned fund should at any time l>e impaired by 
the redemptions of the notes of failed national banks, and the immediately available 
assets of said banks are not sufficient to reimburse it, said fund shall be at once 
restored by pro rata assessments upon all the other associations according to the 
amount of ttieir outstanding circulation; and the associations so assessed shall have 
a first lien upon the assets of each failed bank for the amount properly chargeable 
to such bank on account of the redemption of its circulation. 

Skc. 6. That the Secretary of the Treasury may from time to time invest any 
money belonging to the safety fund in United States bonds, and the bonds so pur- 
chased, and the interest accrning thereon, shall be held as part of the said fund. 
Such bunds may be sold when necessary and the proceeds useu for the redemption of 
the circnlating'notes of failed national banks. 

Sec. 7. That every national banking association heretofore organized and having 
bonds on deposit to secnre circulation shall, on or before the first day of July, 1895, 
withdraw 8u<-h bonds and deposit with the Treasurer of the United States a guarantee 
fund connisting of United States legal-tender, notes, including the Treasury notes 
issued nnder the aot of .July 14, 18JK), equal to 30 per cent of its outstanding circu- 
lation at the time of such withdrawal and deposit, and all laws and parts of laws 
requiring such association to deposit, or to keep on deposit, with the Treasurer of 
the United States bonds of the United States for any purpose other than as security 
for public moneys shall be, and are hereby, repealed from and after the said date. 

Sfx\ 8. That 'sections 9 and 12 of tlie act approved July 12, 1882, entitled "An aot 
to enable national banking associaticms to extend their corporate existence, and for 
other purposes," and section 31 of the act approved June 3, 18<U, entitled **An 
act to provide a natiimal currency secured by a pledge of IJnited States bonds, and 
to provide for the circulation and redemption thereof," and all arts and parts of arts 
supplemental thereto or amendatory thereof be, an<l the same are hereby, repealed. 

Skc. 9. That the Secretary of the Treasury may, in his discretion, use from time 
to time any surplus revenue* of the United States in the redemption and retirement 
of United States legal-tender notes, hot the amount of such notes retired shall not 
in the aggregate exceed an amount equal to 70 per rent of the additional circulation 
taken out by national banks and State banks under the provisions of this act; and 
hereafter no' United States notes, or Treasury notes authorized by the act of July 14, 
1890, entitled '* An aot directing the purchase of silver bullion and the issue of 
Treastiry notes thereon, and for other purposes," of a less denomination than $10 
shall be issued, and as rapidly as such notes of denomination lesf* than $10 shall be 
received into the Treasury they shall be canceled and an equal amount of notes of like 
character, but in denominations of $10 or multiplies therof, shall be issued in their 
places; but nothing in this act shall be so construed as to repeal, or in any manner 
afiect, the second section of the said act of July 14, 18iK). 

Skc. 10. That the use of circulating notes issued by a banking corporation, duly 
organized under the laws of any State, and which transacts no other than a banking 
business, shall be exempt from taxation under the laws of the United States, when 
it is shown to the satisfaction of the Secretary of the Treasury and Comptroller of 
the Currency — 

(1) That such bank has at no time had outstanding its tsirculating notes in excess 
of 75 per centum of its paid-up aud unimpaired capital. 

(2) That its stockholders are individually liable for the redemption of its circulat- 
ing notes to the full extent of their ownership of stock; but this shall not be required 
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in the oase of persons holding stocky as executors, administrators, guardians, or 
triutees, if the assets and tnnds in their hands are liable in like manner and to the 
same extent as the testator, intestate, ward, or person interested in such funds would 
be if living and competent to act ana hold the stock in his own name. 

(3) That the circulating notes couvtitute by law a first lien upon all the assets of 
the bank. 

(4) That the bank has at all times kept on deposit, with an official of the State 
sothorized by law to receive and hold the same, a guarantee fund in United States 
legal-tender notes, including Treasury notes of 1890, equal to 30 per centum of its 
oQtfltanding circulating notes ; and 

(5) That it has promptly redeemed its notes at par on demand at its principal 
office, or at one or more of its branch offices, if it has branches. 

8ec. 11. That the Secretary of the Treasury may, under proper rules and regula- 
tions to be established by him, permit State banks to procure and use in the prepara- 
tion of their notes the distinctive paper used in printing United States securities, 
bnt no State bank shall print or engrave its notes in similitude of a United States 
note, or certificate, or national- bank note. 

It will be observed that aection 8 of this bill repeals sections 9 and 
12 of the act of July 12, 1882, which I had better read in order that 
tbey may go into the statement Section 9 is: 

That any national banking association now organized, or hereafter organized, 
desiring to withdraw its circulating notes, upon a deposit of lawful money with the 
Treasurer of the. United States, as provided in section four of the act of June 
twentieth, eighteen hundred and seventy-four, entitled ''An act fixing the amount 
of United States notes, providing for a redistribution of national-bank currency, 
and for other purposes," or as provided in this act. is authorized 1o deposit lawful 
monev and withdraw a proportionate amount of tne bonds held as securitv for its 
circulating notes in the order of such deposits ; and no national bank which makes 
any deposit of lawful money in order to withdraw its circulating notes shall be 
entitled to receive any increase of its circulation for the period of six months from 
the time it made such deposit of lawful money for the purpose aforesaid : Provided. 
That not more than three millions of dollars of lawful money shall be deposited 
during any calendar month for this purpose: And provided further. That the provi- 
sions of this section shall not apply to bonds called for redemption by the Secretary 
of the Treasury, nor to the withdrawal of circulating notes in consequence thereof. 

It might not be absolutely necessary to repeal that section of the 
statute if the plan now proposed should be adopted, because the pro- 
posed plan dispenses entirely with the deposit of bonds and with the 
payment of lawful money to redeem circulation. But still the spirit 
of the section is that the national banks shall not redeem in the aggre- 
gate more than $3,00(),000 of their circulation per month, and that 
having retired any part of their circulation they shall not be per- 
mitted to increase it again for six months. Therefore I have included 
in the proposed bill a provision to repeal that section. 

Section 12 is — and about this there will be room for considerable dif- 
ference of opinion — 

That the Secretary of the Treasury is authorized and directed to receive deposits 
of gold coin with the Treasurer or asnistant treasurers of the Unitc'd States, in snms 
not Jem than twenty dollars, and to issue certificate's therefor in denominations of 
not 1 68 than twenty dolliirs each, corresponding with the deuominatiouB of United 
States notes. The coin deposited for or representing the certificates of deposits 
ahall be retained in the Treasury for th« payment of the same on demand. Said 
ccrtiiicates hhall be receivable for customs, taxes, and all public dues, and when ho 
received may be reisnued; and such certificates, as also silver certificates, when held 
by any national banliing association, shall be counted an part of its lawful reserve; 
anil no national banking association shall be a member of any clearing-houHe in 
which such certificates hIihH not be receivable in the settlement of clearing-house 
balances: Prorided, That the Secretary of the Treasury shall suspend the issue of 
«nch gold certificates whenever the amount of jrold coin and gold bullion in the 
Tn-asnry reserved for the redemption of United States notes falls below one hundred 
milliimM of dollars; and the provisions of section fifty- two hundred and seven of the 
Revined Statutes shall be applicable to the certificates herein authorized and directed 
to be issned. 

Section 5207 of the Eevised Statutes, here referred to, prohibits any 
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national bank from depositing certain kinds of Government securities 
as collateral for obligations incurred by them, and that provision is 
made applicable by this section to the^ gold certificates. There are 
now outstanding about 61,000,000 of gold certificates; or, rather, there 
are in existence about 61,000,000 of gold certificates, some 2,500,000 of 
which are held in the Treasury, the remainder being in circulation or 
held by the banks as part of their reserve. 

My own opinion is that it is not good policy for the Government 
to establish a warehouse for the holding of gold, and issuing certifi- 
cates against it to circulate, because I believe (looking at it purely 
from a Treasury Department standpoint) that this gold, or much the 
larger part of it, would come into the Treasury and stay there if certif- 
icates were not issued upon it, because the banks and the trust com- 
panies and other institutions (especially the banks) which desire circu- 
lation can not use their gold to circulate. The gold coin itself will 
not circulate to any considerable extent, because it is cumbersome to 
handle and the banks would not keep it in their vaults at their own 
risk. Therefore, if the gold certificates were not issued, this gold would 
come into the Treasury and the legal- tender notes or the Treasury notes 
of 1890 would be taken out and put into circulation or would be held by 
the banks aa part of their reserve, just as they now hold the gold 
certificates. 

The latter part of this section seems to have no connection whatever 
with the first part. It provides that the issue of gold certificates shall 
cease whenever the gold reserve is reduced to $100,000,000; and yet the 
section does not require the Secretary of the Treasury to issue gold cer- 
tificates except when the gold is brought by the owners and deposited. 
There seems to be an incongruity in the section in that respect. 

But, as I have said, the repeal of that section is not an essential 
part of a plan of currency reform, and the question as to whether 
it will be or not good policy to deprive the Secretary of the Treas- 
ury of the authority to issue these certificates, or whether to take off 
that mandatory provision which compels him to issue them, is one 
about which there may be a difference of opinion. My own view of it 
(looking at it entirely from an official standpoint) is that it would be 
beneficial to the Government not to issue these certificates, but to 
compel the persons who hold the gold to keep it at their own risk or to 
put it into the Treasury of the United States, and get out currency in 
lieu of it. 

The next repeal is that of section 31 of the original banking act, which 
has been amended in some respects. It is the section which requires 
each national bank in certain cities to keep a fixed reserve equal to 25 
per cent of the amount of their deposits and other capital stock, and 
requires national banking associations in other cities to keep a fixed 
reserve of 15 per cent on their deposits and capital stock. That part 
of the section which requires the computation to be made on the circu- 
lation of the banks, as well as on the deposits, has been repealed, so that 
as the law now stands these banks are required to keep this reserve on 
their deposits alone. I have already, in my official report and in my 
statement made to the committee yesterday, given the reasons which 
induce me to recommend the repeal of those provisions, and I suppose 
I need not go into it now further, unless some member of the committee 
desires to interrogate me on the subject. 

It will be seen, Mr. Chairman, that among the conditions imposed 
upon State banks, in order to exempt them from taxation under the 
laws of the United States, they are required to keep on deposit with 
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an official of the State authorized by law to reserve and hold the same 
a gaaraaty fand in United States legal-tender notes (including the 
Treasury notes of 1890) equal to 30 per cent on their outstanding circu- 
lation. Some criticism was made upon the proposed plan as printed 
in the report of the Secretary of the Treasury, on the ground that it 
made no provision for the custody of that 30 per cent, and a clause has 
been inserted in the bill which I have submitted to the committee to- 
day to meet that objection. 

I think that it is met fully and fairly, because it deprives the State 
banks of all opportunity or power to touch this reserve except by retir- 
ing their circulation. Whenever a State bank retires its circulation or 
any part of it, a proper proportion of the guaranty fund will be returned 
to it by the State official. 

The Chairman. Are not those conditions on which a State bank may 
issue circulating notes substantially the same as are imposed upon 
national banks? 

Secretary Oarlisle. They are almost precisely the same so far as 
regards the guaranty fund, but there is no requirement here that the 
State banks shall keep a safety fund of 5 per cent. The safety of the 
State-bank notes is made to depend on the assets of the bank, on its 
commercial credit, on the individual liability of its stock-holders, and 
on the fact that it must deposit 30 per cent to secure its circulation. 
Its notes are a first lien upon its assets, and, as I said yesterday, if this 
does not make a reasonably safe note I am not able to devise a law that 
would do so. 

Mr. Cox. One of the points to which I desired to call your attention 
in making a State officer the holder of this 30 per cent guarantee fund 
has been remedied. Now, I desire to call your attention to another 
fact, which is as to the liability clause for the redemption of the cir- 
culating notes. If that fact appears in the charter of the bank it will 
be conclusive on that x>oint? 

Secretary Carlisle, Of course. 

Mr. Cox. So I ask you if, in order to make it a little more definite, it 
would not be x>ermissible that the stockholders' liability should appear 
in the charter of the bank. The fact that the bank has at all times 
kept its guarantee fund would appear from the statement of the officer 
who holds it. But ought not that provision also to appear in the 
eharter of the bank ? 

Secretary Carlisle. What provision? 

Mr. Cox. The provision which requires the 30 per cent guarantee 
fund to be deposited. 

Secretary Carlisle. The proposed bill says that the State officer 
shall be authorized by law to hold this deposit. I assume that every 
State which desires to have State-bank circulation will have a State- 
bank commissioner or some other officer authorized by law, so that it 
will not be necessary that the provision should appear in the charter 
of every State bank. 

Mr. Cox. And so with other facts as to the liability clause. 

Secretary Carlisle. The State may have a general law, and there- 
fore it will not be necessary that it should appear in the charter of the 
bank. 

Mr. Brosiits. You have said, Mr. Secretary, that your plan, as 
explained, will secure a reasonably safe State-bank note. But as to 
that portion of the State-bank circulation which is not covered by the 
" safety ^ and " guarantee ^ fund ! 
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Secretary Carlisle. There is no safety fund in the case of State 
banks. 

Mr. Brosius. I speak of tlie 30 per cent fund and the 5 per cent 
fund. That portion of the State-bank circulation not covered by those 
fands must dei>eud for its redemption on the assets of the bank. That 
means, does it not, that it depends entirely on the solvency of the 
bank'H creditors t 

Secretary Carlisle. It depends, in the first place, on the assets of 
the bank, and in the second place on the individua? liability of each 
stockholder of the bank, nnd in the third place on the deposit of the 
30 per cent guarantee fund. 

Mr. Brosius. I am excluding all of the notes of the State bank 
^ except the additional 70 per cent That depends for its security on 
the assets of the bank. 

Secretary Carlisle. And on the individual liability of the stock- 
holders. 

Mr. Brosius. It depends upon the solvency of the bank's debtors 
and upon the solvency of the stockholders. Is it not possible, in that 
view of the case, that a bank might be so badly broken that its notes 
will not be redeemed at allf 

Secretary Carlisle. All things are possible. I will not undertake 
to say what is not possible. 

Mr. Brosius. You admit that that is possible? 

Secretary Carlisle. Oh, certainly. 

Mr. Brosius. That ponaibiHty is in the nature of a residue of risk, 
and after all the security is attained which is attainable. My inquiry 
is, Would it not be better, under your bill, to put that residue of rink on 
the Government of the CJnited States rather than on the note holders? 

Secretary Carlisle. Better for whomt 

Mr. Brosius. Better for the people of the United States. 

Secretary Carlisle. I think not. My theory is that the Govern- 
ment of the United States should be disconnected entirely, if possible, 
from the bankinpr business, and should not incur any liability in con- 
nection with that business except to see that it throws such safeguards 
around the issue of bank notes as to make them sound in the hands of 
the people. 

Mr. Brosius. Is that objection of yours a constitutional one or a 
practical one? 

Secretary Carlisle. I think it both constitutional and practical- 
I think that when the Government embarks in a business that belongs 
to private corporations it is going into a business in which it is likely 
to suffer. 

Mr. Sperry. Your plan provides that no national bank shall issue 
bills of less (lenomiuatiou than ten dollars. Does the same apply to 
the State banks? 

Secretary Carlisle. No, sir. That is one of the questions about 
which I have, ot* course, thought very seriously, but it has not been 
incorporated into the bill, and the reason wiiy (whi<*h may not be a very 
good one) was that the State-bank notes will probably circulate to a 
larger extent than the national bank notes among the masses of the peo- 
ple in the locality or region where the State bank is located, and that 
perhaps it would not be wise to undertake to limit them to notes of ten 
dollars and upward. 

Mr. Sperry. Have you made any estimate of the probable profits of 
circulation of national banks under your system? 

Secretary Carlisle. Yes; an estimate was made in the office of the 
Comptroller of tbe Currency at my request, and althougli/I ha^ej|athad 
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an opportunity to review the calculatiou submitced, I assume that 
they have been correctly made. Under the plan proposed a national 
bank having a capital of $10(),000 and being therefore entitled on a 
deposit of 30 per cent to takeout a circulation of $73,000, would make 
profit, for the first year and for all the years up until the point was 
reached where the safety fund of o per cent was complete of $1,972.93. 
The expenses that are charged to the bank are the annual cost of 
redemption of its whole circulation, the taxes, the exi)res8 charges on 
rhe whole of its circulation, the cost of plates and the agents' fees for 
tedemption. 

Every item of expense has been deducted The net prolit on the 
$75,000 of currency for the first year is calculated at $1,972.93, and 
after the first year at $2,722.93. A national bank doing business 
on a deposit of 2 percent bonds would realize under the present system 
a profit of 8434.28 after the same deductions have been ma<le, and a 
national bank issuing circulation of $75,000 on 4 per cent bonds would 
have a profit of $611.50. 

Mr. VVaxker. At the present price of bonds! 

Secretary Carlisle. Yes, taking everything exactly as it is. If a 
bank is issuing currency on a deposit of 5 per cent bonds, its net profit 
on $75,000 circulation is $559.8t3 ; and if it is issuing its circulation on 6 
per cent currency bonds (which are selling at a less premium, but pay 
a higher rate of interest), the profit on a circulation of $75,000 is 
$1,648.17. 

Mr. Waeneb. At what rate of interest is it assumed that that money 
is loaned! 

Secretary Carlisle. At 6 per cent all the way through. It is well 
known, of course, that the profits of the circulation of a national bank 
constitute a very small item of the total profits of the institution, but 
I had those calculations made simply to show that at least it would not 
be a disadvantage to the banks to take out circulation under this bill. 

Mr. Johnson, of Indiana. Have you niade any calculation as to the 
amount to which circulation would be issued under your i)lan if all the 
banks amenable to it, both national banks and State banks, should take 
out circulation to the full extent of their right to do so! 

Secretary Carlisle. Yes. 

Mr. Johnson, of Indiana. What would be the amount! 

Secretary Carlisle. $750,000,000 including what is now out. From 
that there must be deducted the 30 per cent that will be put up for a 
guarantee fund, which would amount to $225,000,000. That would be 
simply the immediate effect of the takyjg out of the full percentage 
of circulation by all the national banks and by all the State banks. 
The effect would be to make $750,000,000 less the §225,000,000 which 
would have to be put up as a guarantee fund. 

Mr. Johnson, of Indiana. What anumnt of United States Treasury 
notes, and of the notes issued under the act of 1800, would be taken 
up in order to guarantee that issue? 

Secretary Carlisle. $225,000,000, to say nothing about the 5 per 
cent safety fund. If the same kind of notes should be put into and 
held in that fund, as of course the Secretary of the Treasury would 
have done if he could, it would add about $3,500,000 more. 

Mr. Johnson, of Indiana. It would still leave a good many green- 
backs out to vex the Government. 

Secretary Carlisle. Certainly, to be redeemed hereafter, because I 
do not think it practicable to secure any legislation now that would 
immediately retire United States notes and Treasury notes. In the 
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first place, if it were practicable to secure the passage of a law which 
would authorize the Secretary of the Treasury to issue bonds beariug 
a low rate of interest, and use the proceeds for the immediate redemp- 
tion of these notes, the result would be an immediate contraction of the 
currency to the extent of about $498,000,000, unless the national banks 
and the State banks should be allowed to conduct their business at the 
same time under a plan that would induce them to take out the same 
amount of circulation. 

Mr. Johnson, of Indiana. Then your system is only a partial relief 
for the Treasury drainage of gold. 

Secretary Carlisle. That is all that I thought we were able to 
secure. 

Mr. Johnson, of Indiana. The plan of Mr. Eckels, as stated here 
yesterday, provides for taking out less circulation, does it notf 

Secretary Carlisle. No; it provides for taking out circulation up 
to tlie full extent of the capital stock of each bank. 

Mr Johnson, of Indiana. But it applies only to national banks, not 
to State banks. 

Secretary Carlisle. The State banks and the national banks 
together have a capital stock of about 81,000,000,000. Of this the 
national banks have $()7li,000,000. Under the plan proi)osed by the 
Com})tr()ller of the Currency the national banks ciui take out circula- 
tion to the full amount of their stock, to wit, j?(»72,OO0,0OO, but the State 
banks can take out none, I believe. 

Mr. Johnson, uf Indiana. By Mr. Eckels's plan a much larger amount 
of United States notes and of Treasury notes issued under the act of 
1890 would be deposited with the Government than under j^mr plan. 
, Secretary Cahllslk. Yes. 

Mr. Johnson, of Indiana. And therefore there w(mld be less of them 
out to drain the Treasury of its goldf 

Secretary Caulislk, If you will allow me, I will state what I under- 
stand Mr. Kckels's i)lan to be as stated in Ins report, lie projmses that 
national banks shall be allowed to take out circulations to the amount of 
at least 50 per cent of tiieir caj)ital upon their assets or commereial credit, 
but to secure the redemption of the notes of failed banks, there shall be 
raised by taxation a safety fnnd equal to 5 i)er cent upon the outstand- 
ing cii'cuhition of all the banks. But if the banks take (uit this circula- 
tion, then they are to be compelled to deposit with the Treasurer, United 
States le;;al tender and treasury notes, to the full amount of the differ- 
ence between this form of circulation and the total amount of their 
capital stoc/k; and upon this dei)osit they are also to have notes equal 
to the ainount of the dei)osit, thus compelling the banks to take out 
circulation equal to the whole amount of their capital, or take out none, 
I do not wish to criticise Mr. Kckels's ]>lan; but. in my Judgment, au 
obvious an<l fatal objection to it is that it re(iuires national banks to 
take out and keep in circulaticni two dillerent Kinds of notes, one based 
on the deposit of national ni:)ney, and the other based upon the com- 
mercial credit of the bank. 

Mr. Johnson, of Indiana. One great object of every one of these bills 
is to save the Covernnicnt from the necessity of current redemption of 
its j)ai>er whereby the Treasuiy is c<>nstantly subject to a drain. Is it 
not a fact that under Mr. Kck<'ls\s system the saving would be much 
greater than under yours, for the reason that he rcMpiires the hypothe- 
cating, so to speak, of a larger amount of (lovernment paper than your 
plan requires? 

Secietary Caulisle. It would; but I do not think that the national 
banks would take out circulation if they could avoid it^ r^r^r^i^ 
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Mr. Johnson, of Indiana. Why should a national law of banking and 
cuiTeucy make any different conditions for the issuing of currency by 
State banks than by national banks? 

Secretary Carlisle. I do not see the necessity of a national law 
makhig any conditions at all about State banks, except as to taxation, 

Mr. Johnson, of Indiana. You put that upon constitutional grounds! 

Secretary Carlisle. Upon that and upon grounds of policy as well. 
Tlii-s bill does not retjuire a State bank to comply with any conditions 
whatever. It leaves the State banks in the condition of complying with 
them, if they choose, or of paying the tax on their circulation if they 
do not comply with them. The tax is already on their notes, and my 
proposition simply is that if a State bauU desires to exempt itself from 
the payment of a tax which the Supreme Court of the United States has 
held to be a constitutional tax, it shall do so by complying with cer- 
tain conditions. In other words, 1 recognize in that statute of the 
United States which puts a tax upon the issue of Staic banks no valid- 
ity at all except as a revenue measure. I personally questicm the right 
of the Congress of the United States to prohibit directly or indirectly 
the issue of notes of a State bank when it is authorized to issue them l>y 
the law of the State. Therefore, it' Congress has any power at all in 
the premises it is a revenue power — a power to raise money by taxation, 
and Congress may modify the exercise of that power in any way it 
please^s. 

Mr. Johnson, of Indiana. But do not the provisions of your bill 
make it absolutely impossible for a State bank to become a bank of 
issue unless it complies with certain conditii)iisf 

Secretary Carlisle. Under the law now^ it is prohibited entirely 
miless it pays the tax. 

3Ir. Johnson, of Indiana. While technically you may say that the 
Government (loes not undertake to i)revent the issue of currency by 
State banks, does it not, as a matter of fact, do so! 

Secretary Carlisle. It retains to a limited extent the same restric- 
tion which the law has already imposed on State banks, nnd it simply 
l)r()vidcs that these banks may exempt themselves from those restric- 
tions or limitations (in the form of a tax) by complying with certain 
eoiiditions. So in the taxation of beer or distilled spirits or tobacco, 
Congress may niodily the law so as to i)rovide that in case they are 
manufactured in a certain way th(»y shall not be subject to the tax. 

Mr. Johnson, of Indiana. Do you think that that is not a govern- 
mental restriction f 

Seeretary Carlisle. It is simply a modification of the authority 
already exercised by the Government over State banks. The eil'ect is 
that it' the bank does not comply with the conditions the i)resent law 
would be enforced against it. 

Mr. Cobb, of Alabama. And you are w'illing to retain that modified 
control of State banks simply becauvse you can not get rid of the (con- 
trol altogether? 

Secretary Carlisle. As a mere question of right, I would be in fiivor 
of repealing the tax upon the notes of State banks. I do not assert 
that it would be good tinancial policy to do so undei' the present circum- 
stances. It might not be. But logically n)y position would lead me to 
advocate theunc(mditional rci)eal of the tax upon State bank circulation. 
It Can not be done, in my opinion, and perhaps it might not be good 
financial policy to do it under existing circumstances; and therefore I 
have proiKmed simply that the act shall be so modified that the State 
banks can issue a sound and safe note, and exem])t itself from taxation. 

Mr. Hall. The questions asked you by my colleague jf5pj|iCg^^)^|e 
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vauia (Mr. Brosius) were based upou the idea that there was a hazard 
as to this currency issued by the uational banks. 1 ask you if the -i 
per cent safety fund does not always protect the issue of all money by 
national banks under your plan f 

Secretary Carlisle. It will, as long as there is any solvent national 
bank in existence. 

Mr. Hall. Th«»refore, unless theiv. is a total failure of all the national 
banks in the United Stales, the national banks are safe f 

Secretary Carlisle. Yes; or substantially that. So many of them 
might fail that the surviving banks would not be able to redeem the 
outstanding circulation. 

Mr. ilALL. In section 10 of your proposed bill you speak of the lia- 
bility of stockholders in State institutions. You mean by that what 
we in the West call double liability! 

Secretary Carlisle. Yes; it is a liability for the redemi)tion of the 
notes to the full extent of the stock held. 

Mr. Hall. In the first organization of the bank the stockholders 
may pay in the full amount of stock, and yet they will be liable for 
as much more of the capital stock as if they had never paid in any of it 
at all. 

Secretary Carlisle. Yes; and that is dedicated first to the retlemp- 
tion of the notes as well as all other assets of the bank. 

Mr. Hall. I would like to hear you upon a question mentioned by 
Mr. W hite a moment ago. 1 understood him to state that the elas- 
ticity of the currency was secured under the Baltimore ])lan, but that 
under your plan there would be practically no elasticity at all. 1 ^IionUl 
like to know what difl'erence of elasticity exists between the two plans. 

Secretary Carlisle. Theie is no dilference in the elasticity; that 
is to say, there is no diflerence between the amount of circuhition ti) be 
taken under the Baltimore plan and the anjonnt to be taktn out under 
the plan now proposed. But there i> a ditVeience as to the conditions 
under which it could be taken out. [Jnder the Baltimore pi m a bank 
is authorized to take out on the security of a 5 per cent safety-fund, 
with the ultimate liability of the Government behind it, a circulation 
to the amount of 50 per cent of its cai)ital. Then it will be authorized 
to take out an additional amount of circulation equal to 25 per cent of 
its capital stock paid up and unimpaired, making a total circulation of 
75 per cent of its capital stock, just as is proposed in this plan. But 
in order to get that 25 per cent additional, or emergency circulation 
as the Baltimore i)lan denominates it, the bank is recpiired to pay a heavy 
rate of taxation. The plan does not state what the rate is. So, I repeat, 
there is no difference between the amount of circulation that can be 
taken out under the two plans, but the conditions are diflerent. 

Under the Baltimore plan if a stringency occurs in the financial 
affairs of the country, and the banks desire to add 25 per cent to the 
50 per cent circulation they already have, they must pay some heavy- 
rate of taxation, which, of course, would raise the rate of interest not 
only on that 25 per cent of circulation, but on the whole volume of cur- 
rency. ]N"ow, I suppose thatit is good banking when a stringency occurs 
in the community to increase the rate of discount to a certiiin extent, 
because the effect of that is to^prevent the peojde who are really not in 
distress from borrowing money, and leaves it to be borrowed by those 
who are really in distress, and who need it in their business. But 1 do 
not think it good policy to require a bank by law to charge a high rate of 
interest on its currency. I think that should be left to the bank itself. 
This provision in the Baltimore plan, as I understand it, is taken from 
or suggested by the provisions of law in regard to ^^V^ ^^kiOf the 
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Empire in Germany. 1 am not aware of the fa<5t (although it may be 
so) that that bank has ever availed it^^elf of that provision. 

The Chairman. It has on several occasions. 

Secretary Carlisle. Perhaps it has. I have not read anything on the 
subject for a good while. Mr. White thought that the present difficulty 
arises more from the fact that there has been a dehciency in the reve- 
nue than fi om any other cause. I am not able to agree with Mr. White 
about that. It is true that we did not have this trouble when we had 
a surplus revenue, becauvse we were then able to redeem the United 
Stotes notes and the Treasury notes in gold without touching the reserve. 
But even if we had had a surplus revenue during the last two or three 
years, the withdrawal of gohl for shipment has been much greater than 
it was before. During the year 1893 the net exports of gold were nearly 
887,000,0(M>, an amount never equaled before in the history of the coun- 
try. That was caused, 1 think, not by the fact of an insufficiency of 
revenue, but by the distrust whicli prevailed in financial circles not ouly 
here but abroad. Of course the fact that (mr revenue was insufficient 
was one of the features which aggravated the situation. 

Mr. Hall. It has been stated by Mr. White in regard to your bill 
(not in the spirit of criticism, but probably drawn out by some ques- 
tion) that the effect of it would be to release 1()5,000,00() of greenbacks 
now covered under a bushel by the reserve and throw that amount on 
to tlie country as a drain upon the gold reserve. 

Secretary Carlisle. I do not tiiink so. The banks, if judiciously 
managed, as I believe and hope they will be, would still hold their 
reserves. I do not think any banker would say that it was safe for him 
to conduct his banking business without a reserve, and he will 
always want to hold it in the best money, so that he can put his 
hand upon something that is always safe — something that he can go 
and get the gold for, and will naturally, without compulsion, hold it In 
legal-tender notes. Treasury notes, and gold certificates. As to 
another suggestion, that under this plan the national banks and indi- 
viduals can hoard L^nited States legal-tender notes and Treasury notes, 
and thereby prevent the organization of any more national banks, I 
think that any gentleman who looks for a moment into the matter will 
see that is not a sound objecticm, because in order to do that the banks 
would have to lose the interest on all that money. There are now 
498,000,()0() of such money outstanding, and there is no danger that the 
banks would undertake to hoard and keep it out of cir<'ulation. 

Mr. Johnson, of Ohio. No circulation can be issued under your plan 
except by a deposit of some part of the 408,()()0,()()0 of legal-tender 
notes. 

Secretary Carlisle. Yes. 

Mr, Johnson, of Ohio. Taking 23,(>()0,00() of that as being possibly 
destroyed would leave still 47o,000,00(> available. If the national 
banks and the State banks took out circulation to the. limit of their 
present capital that would re(|uire 22r),(>0(),00() of tuese legal-tender 
notes. The national banks cou]<l convert their surplus into (*apital 
and take out an additional amount of circulation; that is practicable, 
is it not? 

Secretary Carlisle. Yes. 

Mr. Johnson, of Ohio. But assuming that they do not, without that 
risk and without the purchase and cancellation of these greenbacks, 
there would be left 2.">(),()00,000 of greenbacks outstanding. The 
250,(K)0,04K) can be held in the reserve of the banks now without cost 
to them, so that there would be no available greenbicks for new banks 
to get circulation on unless they paid a premium for the greejibaclys. 
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Is it not possible, therefore, that if it is protitiible to these banks they 
can eitlier require a profit ou the i;>:reeubacks in order to allow new 
banks to take out currency, or can refuse to let tlieui have the green- 
backs and thus corner the business of the national bank not is>ue. 

Secretary Carlisle. As 1 said belore, all things are possible; and if 
banks can find a way to make these greenbacks profitable to theui- 
selves, they might do so; but what would be the effect on the Treasury 
Department! It would be relieved at once of the ditticulty under 
which we are now laboring. There would be no greenba^-ks out, and 
of course there would be no gohl taken out of the Treasury. When- 
ever tiiat tinie comes 1 presume we will have a (.\mgress which will rake 
6uch action as is necessary for relief. We can only legislate for the 
present time and provide as far as we can foresee for the future. 

Mr. JoHNSdN, of C)hio. Would not that have this result: Three or 
four national banks with 28(),(KK) stockholders interested to prevent the 
changing of the law by which they have cornered the basis of the cir- 
culating medium. 

Secretary Carlisle. Yes; but that is a very small i)roportion of the 
American ])eople. 

Mr. Johnson, of Ohio. But it is the most powerful organization you 
can imagine. Your estimate of the additional profit that a baidc with a 
circulation of is^7o,0(M) would have over its profits under the present law 
.averaged, 1 think, about 8-,0(M>. 

Secretary Caklisle. About •§1,.*)00. 

Mr. Johnson, of Ohio. In five years it will average .?2,(K)0 a year. 
That makes $7oO,000,0(M) of circidation, at a i>rofit to the banks of 
$15,U0(),(KK). 

Secretary Carlisle. To the whole 4,(HM) banks. I have not made the 
cah-ulation, but 1 su]>pose it to be correct. I do not object to national 
banks making all the profit they can legally, nor do 1 object to State 
banks doing tlie same thing. 

Mr. Johnson, of Ohio. Wcmld you not object if by that they prevented 
other banks from taking out currency? 

Secretary (yAKLisLE. I would not want to give them a monopoly, 

Mr. Johnson, of phio. You would not do so if you would allow them 
to deiM>sit gold in order to take (mt currency. 

Mr. Walker. 1 wish to bring out as clearly as possible the difficul- 
ties under which the Treasury is laboring in regard to maintaining the 
gold standard which the law requires you to do. It has bi^en ^i•'U(l that 
the present ditticulty is because the revenues of the (Tovernment are 
too small. Js it not a fact that no gold is now btnng ])aid into the 
Treasury, and that the habit of paying theCJovernmenfs dues ia some- 
thing other than gold has been increasing tor a lrn.<> period, and that 
we have got to thati)oint that even if our revenues were now increased 
so as to have a surplus the chances are that w(^ should still have to sell 
bonds to fi(^\> gold If 

8ecretar\ Carlisle. I do not see the immediate prospect of the 
^.Preasury iW^partujent being in a position which will enable it to avoid 
the issue ol boiuls. I am sorry to say it, but that is the actual condi- 
tion, provided we are to continue the redeniption of these notes in gold 
(not in silver) and nmintain the parity of the two metals. 

Mr. Walker. Js it not a fact that on the construction of the law, 
both on the part of the Treasury Departrr.ent and on the part of the 
public, shows a consensus of opinion that the Treasnr}^ must buy gold 
and that, however large the revenues may be, if any gold be wanted 
for shipment or for the redemption of greenbacks the Treasury is at 
the mercy of any syndicate of bankers, foreign or domestic? 
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Secretary Carlisle. There is no doubt about that. 

Mr. Walker. And the only relief is either to exting^uish the green- 
backs or to have their redemixtioii put upon some other basis. That is 
the condition of things exactly, is it not ? 

Secretary Carlisle. It is, and 1 am very uiucli inclined to think 
that it would afford but little relief to the Treasury if we were to require 
one-half or perhaps even the whole of our customs dues to be paid in 
gold. 

Mr. Walker. Would not that send gold to a premium at once? 

Secretary Carlisle. Before the resum])tiofi of specie piiyments, when 
there was outstanding no paper which the banks or individuals could 
present to the Treasury and demand gold, the payment of customs 
duties in gold could be very well maintained, because when the (xov- 
ernmont got the gold it could hold it. But, under tlio present sys- 
tem, if the law required the customs duties to l)e paid in gold, the 
importer might simply come to the subtreasury and get the gold tor 
greenbacks, and the same gold would remain there, substantially, all 
the time in the subtreasury, being turned over day after day. Now, if 
we had a surplus revenue, we could save some gold out of it, but hav- 
ing no surplus revenue, I doubt very much whether the legal require- 
ment that customs should be paid in gold would be of aiiy benefit to the 
Treasury Department. If we got all our cust^)ms duties paid in gold 
there might be an accumulation, and we might save the surplus. 

Mr. Henderson. As long as there was a hundred millions of gold 
reserve kept in tact in the Treasury was tliere any alarm about the 
redemption of our outstanding Treasury notes and other obligationst 

Secretary Carlisle. I think there was not any general alarm. 
There maytave been some individual opini(m that the time would come 
when there would be a drain upon that reserve. 

Mr. Henderson. Was it not when we began to increase the volume 
of currency under the Sherman lawtliat the alarm was felt throughimt 
the country? 

Secretary Carlisle. I have causeil to be made out at the Bureau of 
Statistics a grai)hic statement which will show the movement of gold 
into this country and out of this c )untry, from which the operations of 
the silver laws will be shown very clearly, (rold (teased t^) come in; 
our imimrts of gold ran down immediately on the passage of the Sher- 
man law and continued to go down. 

Mr. Henderson! We increased the volume of currency by the Sher- 
man law to the amount of 8 1 10,000,000. 

Secretary Carlisle. To the amount of $150,000,000. 

Mr. Henderson. And during the same time that amount of gold was 
shipped out of the country. 

Secretary Carkisle. A great deal more than that, I think. T wcmld 
say roughly that the aggregate net exports of gold were more than that. 

^[r. Henderson. Was it your opinion that the Sherman law was 
really the cause of the exportation of gold f 

Secretary Carlisle. 1 think it was one of the most i)otent causes. 
It was the threat pending over the financial world that we would get 
upon a silver basis by reason of our constant accumulations of silver, 

Mr. Henderson. If we had increased the gold reserve over a 
hundred millions of dollars, instead of aHowing it to be reduced, do 
you think that there wouhl have been any trouble under the Sherman 
law ! 

Secretary Carlisle. I think not. I think that these troubles are 
largely (if I may use the exj>ression) sentimental, largely the result of 
scares. , ^^^i^ 
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Mr. Hendebson. Naturally the people would have been alarmed by 
the large purchases of silver. 

Secretary Carlisle. They would not have been alarmed if they 
had seen the gold increasing instead of diminishing. 

Mr. Warner. Attention has been called to the question of the rela- 
tive security of State-bank and national-bank currency as proposed by 
your bill. There is nothing in that bill, is there, which would prevent 
a. State from imposing such additional safeguards on State banks as it 
might deem necessary to give the currency of State banks greater 
security. 

Secretary Carlisle. Nothing whatever. 

Mr. Warner. And there is every presumption that the States would 
do everything that was proj)er in that direction. 

Secretary Carlisle. I take it for granted that a State is competent 
to manage its own affairs. 

Mr. Warner. In your estimate as to the comparative profit of banks 
on their circulation under the ])re8ent plan and under the plan proposed 
by yourself have you made any calculation as to whether under the 
present circumstances, in view of the h)w rates of discount, there would 
be any profit on bank circulaticm under either planf 

Secretary Carlisle. I have not made any such cralculation as that, 
and I do not know. I would have to assume some rate of interest, and 
it has been assumed at i) \)ev cent. 

Mr. Warner. In relation to the receipts of gold in the Treasury, is 
it not true that any deveh)i)ment of business by which the demand for 
currency became greater would tend to increase the amount of gold 
paid into the Treasury? 

Sectretary Carlisle. I think so. 

Mr. Warner. Is it not true that in LSIKJ, for example, one of the 
results of the stringency then was to increase the amount of gold paid 
into the Treasury I 

Secretary Carlisle. Yes; it came in quite rapidly, so that we were 
able to build up the reserve. Then it was withdrawn for exportation, 
and we had to build it up again. The Treasury Department accumu- 
lated, I suppose, during that summer and fall a gross amount of 
$30,000,000 of gold, but it went out again. 

Mr. Warner. Is it not prossible that, under any currency system so 
elastic as to keep down the outstanding circulation to the amount 
required by the business of the country, the propoition of gold received 
in the Treasury would be much greater than it has been for the last few 
years f 

Secretary Carlisle. I think so. 

Mr. Warner. So that it might result, from proi)er elasticity alone, 
that Treasury reccii)ts w(»ul(l be in gold to a much greater extent than 
of late? 

Secretary Carlisle. It might. 

Thereupon, at 1.00 o'clock p. m., tlie committee took a recess until 
2 o'clock p. m. 

AFTER RECESS. 

• 

lion. James H. Eckels, Comj)troller of the Currem-y, api»eared before 
the committee. 

Mr, Hall. Before Mr. Eckels begins his remarks, I want to suggest, 
Mr. Chairman, that the members of the committee just allow Mr. 
Eckels to go ahead in his own way and umke his own argument from 



Digiti 



zedbyLjOOgle 



NATIONAL CURRENCY AND BANKING SYSTEM. 57 

beginning to end. Let us make notes as he goes along, and then at the 
close of his remarks we can ask him questions. I say this, because I 
know it embarrasses a man oftentimes, and sometimes disconcerts him, 
to be asking him questions at a time when he is making a logical and 
connected statement. 

The Chairman. That suggestion will be adopted as the sense of 
the committee, if there be no objection. 

Mr. Eckels, the Comptroller of the Currency, in pursuance of an invi- 
tation extended to him by the committee, is now present, and will 
address the committee. 

The chair will suggest, as he has communicated to Congress already 
his annual report which refers in some portions of it to the currency, 
that he make any additional or fnrther explanation of the plan which 
he has suggested to the committee that he may deem desirable or 
necessary. 

STATEMENT OF HON. JAMES H. ECKELS, COMPTROLLER OF THE 

CTJRRENCY. 

Mr. Eckels. Mr. Chairman and gentlemen of the committee, 1 am 
not familiar with the methods in vogue in hearings before a Congres- 
sional committee, and therefore if I should state something that should 
be omitted, or if I shcmld omit something that should be stated, I shall 
be very glad of any suggestions on the part of any nuMnber. After 
making the statement which occurs to me may be made I shall be very 
glad to answer any questions that the members of the committee may 
desire to put to me. 

In submitting my report to Congress, in accordance with the provi- 
sions of the statute defining the duties of the Comptroller of the 
Currency, several things entered into consideration, leading hie to make 
the suggestions which appear in detail in my report. I felt that the 
importance of the subject was so great that nothing ought to be under- 
taken in the way of national legislation unless tlie resultant effect 
should be more beneficial to the general public than is the present 
system. 

The benefit which a bank confers upon a conimnnity arises from the 
fact that it represents, if I may use the term, the organization of cap- 
ital. By that I do not mean the combination of capital as that term is 
understood, but it represents organized capital. A bank in every com- 
mun'vty gathers into it the idle money of such community and directs it 
into channels where it can be of benefit in the development of such 
enterprises as the community is interested in; and to that extent it is 
of 8utti<'ient importance to warrant a very careful consideration of every- 
thing in the way of legishition which trenches upon it. 

After a bank is established the public is led to deposit in it the 
amount of money which they have no use for in the ihi\]y transactions 
of business, »and therefore every dollar going into the bank becomes a 
means of supporting, instead of a single transaction, as would be the 
case where m mvy is passed from hand to hand in each transaction, a 
great number of transactions. 

The extent of the banking interest in this country — and I speak now 
simply in this instance of the national banks — is rei)resented in capital 
alone to the extent of quite 8(>8(),()00,(M)(). The assets which the 
national banks hold are something over $3,400,000,000. The number 
of depositors in national banks alone approaches 2,000,000 people, and 
when you come to add to that the number of depositors in State and 
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sayings banks you find that there are almost 8,000,000 depositors, or 
one person in about every seven or eight of our total population. 

Mr. Johnson, of Ohio. That may possibly represent the same man 
several times. 

Mr. Eckels. That may be, but the duplication is simply a small 
percentage. 

This number of people, this amount of capital, aud the amount of 
deposits represented have led me to think that anytliing undertaking 
a radical cliange from what is now in existence should be surrounded 
with such safeguards that it would, immediately upon going into opera- 
tion, command the complete confidence of the people. Banks are largely 
built upon confidence, and that is especially so of a bank which issues 
notes. Confidence is something that can not be construited as you con- 
struct a house. You can not construct credit. You can not build 
credit as you build a house, or as you construct any mechanical device. 
It is the result of growth. Just as a tree grows so credit grows, and you 
have to do, in dealings with banks, that which will make them immedi- 
ately receive to themselves the confidence of the people, and make the 
instruments which they issue as instruments of credit entitled to the 
confidence of the people. 

The national banking system is a system wiiich might very aptly be 
said to be a national habit Avith the people, because the great majority 
of the people who are now in active business are people wlioknow little 
or nothing of any other system of note issue; and even upon the side 
of deposits the general public, I think, has had thoroughly ingrained 
into it during the last thirty years the predominance of the national 
bank to such an extent that it may very justly be said that tlie dealing 
with them is an integral part of the business habits of the people. 

Therefore, when it is uiulertaken to change something which has been 
so long in operation, and which is so intimate in all its relations with 
every business interest, and which affects thon so largely and reaches 
so numy peojde, it can not be done by any decided or rapid method. 

Mr. Walker. Any new metlio<l. 

Mr. Eckels. Any new method. Therefore, when I took u]) the 
national bank act to make suggestions to Congress at this time it seemed 
to me nothing ought to be touched in it which could not be materially 
improved upon. I thought also that nothing ought to be t<mched 
which was not absolutely essential to the attainment of such reforma- 
tions in the currency as would be promotive of the business interests 
of the jjeople, and to that extent be a benefit to the Treasury Depart- 
ment of the (lovernment. 

The present system of banking in this country differs from that of au> 
other country, except the countries of the Knglish-speaking i)eo])les. 
This is an important consideration which must be taken into account 
by this committee and by Congress in dealing witl. Miis question. In 
this country the note issuing i'uncticui of our banks is at present but 
the incident to banking. The dci)osit account is the princi[>al. The 
Bank of France makes the note-issuing function everything. The 
French people keej) their money in their individual possession, and use 
large am<mnts of it in their daily transactions, and do not trust the 
banks. So also the Germans and other Continental i)eople. Therefore 
you must draw a distinction when you come to invent a system of issu- 
ing notes and come to consider the banking interests between this 
country aud France. The same thing can be said of .Gern)any. The 
same thing can be said of the banks in Kussia. The only similarity 
between the banking int4irests of other countries and this is that which 
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exists between the banking interests of England, Scotland, Ireland^ 
Canada, and this country. Tlierefore when you undertake to devise 
for the United States a new system of issuing currency, you can not do 
it without talving into lull account the fact that the use of the deposit 
feutuiR is the principal thing, and anything which shall injuriously 
affect the dejiosit side of banking must be injurious to tiie whole 
system. 

It is proposed, in the jdan which is suggested in my report, to dis- 
tmb as little as possible the present order of things. I think I state 
in that report that if you simply desire to devise a means of making a 
bank note absolutely and uncjuestionably secure, then the jiresent sys- 
tem is as good as could possibly be devised, so long as the Government 
maintains its lull faith and creiiit with its debt^H's thnmgh the pay- 
ment of the bonds which it issues. If, however, you attempt to devise 
a system which would make the note holder just as safe, and at the same 
time meet the complaint which is constantly made of the present sys- 
tem, of requiring a deposit of bonds whose value in the umrkets fluctu- 
ates, while kee])ing always the same percentage of issue against such 
bond deiK)sits, you must have some other system which will secure the 
note upon the one hand and on the other hand have such elasticity in 
the issuing power that it shall always be responsive to the varying 
wants of business. 

You must, in order to make any bank note a proper currency and one 
which will command the complete contidexice of the people, converti- 
bility upon demand — not ultimate convertibility, but such converti- 
bility that whenever a note holder wants the money ior wiiic,!i he holds 
the promise of the bank to pay at that very instant the bank shall pay 
him the money whi<*h his note calls ior. Therefore, of course, the con- 
vertibility of the note is a first consideration. 

After this consideration comes the proper regulation of the issuance 
of the notes, and if a s^-stem can be devised wheieby the convertibility 
of the note is made absolutely certain, in coin upon deumnd, and at the 
same time you can give to the bank the power, in times wlien a great 
amount of money is needed, to meet the then needs of business, you 
will secure a system which, to the extent that it gives such elasticity, 
will be a great improvement upon the present. 

The plan suggested m ray re])ort requiresof the bank to deposit with 
the Treasurer of the United States, so long as the bank shall be in 
existence, 50 ])er cent of its capital stock in legal tenders in excha:ige 
for which deposit, dollar for dollar, it shall receive bank notes which 
shall be untaxed, and be used as a part of the legal tender reserve of 
the bank against deposits. To this extent, at least to the extent of 50 
jjer cent, so long as the Government stands back of the legal tenders, 
50 ])er cent of the notes are absolutely secure. 

For doing this 1 would give the banks the privilege of issuing to 
the extent of the other 50 per cent of their capital notes against their 
assets, secured by a proper safety fund to be raised by a proper tax. 

The question will undoubtedly occur to many people: Why sh(uild 
the banks be rer^uired to deposit this 50 per cent of legal tender — 
whether because it is necessary to make absolutely certain the redemp- 
tion of the notes, or for some other purpose! Frankly, 1 do not believe 
that it is necessary for the security of the notes. 1 believe that with a 
proper safety fund, raised by a proper rate of taxation, the notes issued 
would be i)erfectly safe. 

But the Treasury of the United States is confronted with a condition 
which grows out of the fact that under the exigencies of the war the 
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lawiuaking powers authorized the issuance of a currency which, in and 
of itself, never could have maintained itself if the Government had not 
endowed it witli legal-tender qualities; and coupled with that was the 
provision that it should be exchatigeable in amounts of 850 and multi- 
ples of $50 for a LTnited States bond drawing a certain rate of interest. 
That promise to pay money, not money itself, was only agreed to, 
according to the debates in Congress at that time, be<'auseof the neces- 
sities of war ; and according to the decision of Judge Strong in the legal- 
tender case, was held to be properly a legal tender only because of 
the exigencies of war. Afterwards these issues were no longer made 
exchangeable for bonds, and thus recognized distinctively as a debt of 
the (Tovernmeut to the people who held those promises to pay. 

This change was for the reason, as Secretary Chase stated, that the 
bond which thereafter had to be issued could not be floated to such advan- 
tage as otherwise because of this exchangeable feature of the legal- 
tender act. But thereafter Congress still felt, and the idea was still 
entertained, that tliis issue of the Government was not money, but was 
simply the promise to ])ay money, for whi(;h, as had been stated in 
the debates prior to its issue, the Government, witli all the property 
of the citizens, stood back of ; and so, under Secretary McCulIocb, 
it was ])ermittcd to be retired at the rat<i of $4,000,000 per month. 
Thereafter, as you all know, the retiring of them was done away 
with, and the amount fixed as to the extent to which the legal tenders 
sliould be an outstanding obligation. For the purpose of maintaining 
the credit of the Government these legal-tender issues, sanctioned by 
the courts, were always to be redeemed in coin, as was provided — no; it 
was not i)rovided, but the practice of the Government was to maintain 
its credit, and so it proceeded to redeem them in coin, and the con- 
struction was that they were redeemable in gold. 

For some time this coiulition of aifairs did not work particularly to 
anyone's disadvantage, although I think the general cx)n8ensus of 
those who have looked into the matter of the issue of promises to pay, 
not convertible on demand, but only ultimately convertible, is that it 
made the war a great deal more expensive than it otherwise would 
have been. These promises to pay, however, did not materially affect 
the Government, especially under the resumption act, until the Gov- 
ernment found itself without surplus revenue. Therefore, not having a 
surplus revenue, it was unable, in order to maintain the credit of the 
Government, to currently redeem these notes except by borrowing: 
money through the issue of bonds, which of late it has been comi)elled 
to do. 

It is evident that the trouble with the Treasury ui)on that side is the 
source, to the greatest degree, of the disturbed business conditions 
of this country, and is the greatest source of danger to the mainte- 
nance of public credit, both at home and abroad. The imperfections of 
the banking system, which go simply to elasticity in the matter of the 
issue of the notes of banks, are but an inconvenience and a bar to 
domestic trade, simply comi)elling banks to resort to other credit 
devices instead of promises to pay in the form of bank notes. 

The difficulty arising through the redemption currently and reissue 
of the evidences of indebtedness on the part of the General Govern- 
ment is that which depletes continually the gold reserve, and so long 
as they are reissued, so long as they are a source by which the gold can 
be taken out of the Treasury, and so long as a single one of them is 
out, just so long will it be impossible to keep there your gold reserve 
above $100,000,000 or 850,000,000. So long as people can get these 
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greenbacks, then the issuance of bonds and the supplying of new gold 
is like pouring water into a hole — ^into an abyss which is fathomless. 

The result of such state of affairs is that the confidence of not only 
our own people, in the ability of the General Government to maintain 
the parity of the two metals and keep faith with the public in the 
redemption of its indebtedness, is continually shaken, but confidence 
of other countries, who are dealing with us, in our ability to so do, is also 
shaken. You can not get away from the idea that in monetary affairs 
you can not legislate for the American people alone, unless by that same 
legislation you decree that the i)e()ple of tiiis country shall trade with 
no one except people who live within the doniain of Mie Government of 
the United States. So long as the people of the United States in their 
business relations are brought so intimately close with i>eople of other 
countiies, just so long must the monetary laws ot" this country be regard- 
ful of other conditions than our own. 

You can not have here a currency system, or rather a Government 
currency system, which disregards the fact that other countries dealing 
with us only use the metal, for international exchange, which, by the 
whole commercial world, is regarded as the one necessary metal for 
exchanges. Therefore, saying nothing about the maintenance of the 
value of our currency issues at home, you must nmint>aiu the public 
credit abroiid so long as these business relations exist; and so long as 
so many American securities are held abroad as are at the present you 
must maint>ain the redemption of Government notes in gold coin. 

Undoubtedly the manly thing to do, and the thing that ought long 
since to have been done, wouM be the redemption and the canceling of 
these notes in accordance with what was designed at the time of the 
enactment of the legal-tender act, followed by the authority given to 
Secretary McCulloch, but which was afterward repealed. 

But the conditions which now exist are simply such that, without a 
surplus revenue or without the issuing of a bond funding the green- 
backs and Sherman notes, you can ilo nothing unless some plan which 
is equitable and puts no hardship upon anyone can be devised. 

. Personally 1 am very frank to say that 1 do not think the Govern- 
ment ought to unh>ad its proper duties upon its citizens. 1 do not think 
the Government has any more right to do a thing that is not exactly pro- 
l)er in itself than an individual has. But at the same time we have to 
take conditions as they are, and the conditions which exi^t now are such 
that there seems to be no probability and no possibility of having tliose 
notes immediatelv canceled by means of a surplus revenue j and I 
do not think that bond issues are very popular. ^ 

But it is pr()i)osed now to give the banks what, I think, is a valuable 
franchise, the right to issue notes against assets as against a deposit 
of bonds. For that franchise it seems to me that the banks ought to be 
willing to make a fair return. 

I do not think the Government ought to be in the banking business. 
'So government has ever successfully issued notes, made them legal 
tender, and escaped trouble from tliem. It is safe to say that the cause 
which produced one eft'ect a hundred years ago in tiie same line of 
finance will produce the same effect now, and it does not make 
any diff'erence whether it is the English or French Government, 
or the Government of the United States that undertakes it. To the 
extent of getting those notes out of the channel of current redemp- 
tion, and to that extent relieving the Seci:etary of the Treasury, and 
thereby the business interests of the country, because they are 
affected by the continual disturbance in the Treasury Department, 
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growing .out of the e^brt to maintain the current redemption of these 
notes, for that purpose, and on the ground that it is giving the banks 
a franchise, whicli 1 think may prove to be a profitable one, I think 
the banks ought to be compelled, for the right given them of issuing a 
percentage of notes of their cai>ital stock against their assets, to deposit 
with the Treasurer of the United States legal- tei.der notes and thus 
get them out of the way of current redempti<m. These notes, as I said 
before, would be returned dollar for dollar in bank notes. 

Mr. Walker. Treasury notes! 

Mr. Eckels. These Treasury notes would be received and returned 
dollar for dollar in bank notes. They would not be subject to any 
taxation, giving the bank the benelit of that. They would be per- 
missible to be held to an equitable extent as a part of their legal 
reserve, if legal reserves are maintained. 

And upon that point it is probably proper to say that at present, 
under the clause in the national bank act which compels banks to keep 
a legal reserve against deposits, $lGr),(>(K),000 of legal tenders are locked 
up in that way and gotten out of the way of current redemi)tion. 

The Chairman. Will you be kind enough td state that again? 

Mr. Eckels. 1 say it is proper to say at that point that under the 
present system requiring the banks to keep a legal reserve against 
their deposits, of lo per cent in places that are not reserve cities and 
25 per cent in cities that are reserve cities, 81()5,000,0()0 of legal tenders 
are locked up in the banks, and thus to that extent are removed from 
the channel of current redemption. 

Mr. Walker. To-day, you mean! 

Mr. Eckels. Yes ; 1 refer to the figures obtained at the time of the 
last call, October 2. 

The only change which this makes in existing laws is this: That 
under existing laws every bank, before it is i)ermitted to do business as 
a national bank, is eom[)e]led to de])osit so long as it exists one-f<mrth 
of the amount of its capital stock in United States bonds. It can take 
out, it it ])leases, circulation on that one-fourth, or it can simply leave 
the bonds. But it must make the dejiosit whether or not it takes out 
any circulation. There are seven or eight banks which have deposited 
bonds but have never taken out circulation, because there was not 
enough profit in it to warrant the trouble. 

Under this plan I suggest I would comi)cl them to deposit 8oO as 
security, giving them dollar for dollar for it, and $oO in addition 
against their assets, thus giving ^WO against a deposit of S.IO in le^al 
tenders instead of, as under the present system, compelling them to 
deposit for that circulation 4 i)er cent bonds, 8114: as security and re- 
ceiving 890 in exchange. 

The i)rotits to the banks, of course, would be nothing upon the legal 
tenders whicli they exchange. A bank would have to look for its profits 
in the notes which, having deposited the legal tender, it was permitted 
to issue against its assets. 

It is saitl that i)robal)ly the banks could not keep out any more than 
the .j() per cent which tliey n)ust kee]) in circulation for the legal-tender 
deiMKsits, but I think an inquiry into the facts will show that tliis is not so. 
The deposit of legal tenders ami the exchange ^loUar for dollar, it will be 
seen, does not in any wise lessen the volume of the circulating medium 
of the country-, because for every dollar of greenbacks deposited is 
given out instead a dollar through the bank. 8o that, so far as that 
is concerned, the volume of the currency would remain the same. 

Under the ]> resent capital stock of the banks they wcmld deposit 
about §340,000,000 of legal tenders withthe Treasnrer. , ^^^i^ 
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A Member. What is the exact amount? 

Mr. Eckels. It is a half of $668,000,000. There are altogether 
$498,000,000 of legal-teiidei- notes and notes issued under the law of 
1890. If no other bank went into the system, if no bank increased its 
capital, if no bank capitalized its surplus, which could readily be done, 
and as soon as it might be taken out^ or as soon as it t'ould be put into 
operaticm with due regard to safety, tliere would be taken away about 
$3^34,000,000 of legal tenders which are now used for theimrpose of get- 
tiiig gold out of tlie Trejisury. That alone would not, as I said, either 
increase or expand the present volume of our currency. 

Mr. Hall. Would it interrupt you, Mr. Eckels, for me to ask you a 
question about that $105,000,000? 

Mr. Eckels. Xo, sir. 

Mr. Johnson, of Indiana. I think we had better adhere to our origi- 
nal plan. 

The Chairman. Members of the committee are not supposed to inter- 
rupt Mr. Eckels, 

Mr. Hall I would say to the committee that Mr. Eckels and I were 
talking about this question during lunch. 

A Member. I object. 

Tlie Chairman. The gentleman from Missouri can put his question 
at Mr. Eckels's convenience. 

Mr. Eckels. As I said before, to that extent it would neither be a 
contraction nor expansion oT the volume of the circulating medinm, 
but simply a sub>titulion of one thing for another. 

Xow, in a4ldition to compelling the banks to deposit that amount of 
legal temler for the privilege of the issue against the balance of the 50 
per cent of their capital stock against assets, I would say that they 
shouhl provide a redemption fund to that extent in gold coin, making 
the banks themselves responsil)le for the redemption of tlieir notes in 
gold coin, aiid ultimately the Government would have to redeem in gold 
coin either the legal tenders which were deposited or the notes of the 
banks to the percentage of the legal tenders. But currently I would 
compel the bank to redeem that percentage of its notes in gold coin, 
and the only responsibility which the Government should assume, so 
far as that j)ercentage of notes is concerned, is the ultimate redemption 
of the legal tenders deposited or the percentage of notes issued against 
them when the bank went out of existence, either through voluntary or 
involuntary licjuidatifm. My idea being that these*notes should be kept 
with the Treasury, Just as the 25 per cent of bonds is kept there, 
whether or not notes are issued against them permanently, because 
when the bank goes out of existence it is provided that the Government 
shall redeem and cancel the legal tenders which it had on deposit. 

These aie the burdens which are put on the banks. Unless there is 
a sufficient profit in circulation banks will not take out circulation. 
There is no sentiment in the thing at all. It is simply a matter of busi- 
ness, and banking people, like everybody else in business, are in it 
becauKc of the profit there is, and if there is no profit in circulation 
under the present system, or very little, they will not continue in the 
note issuing business, which is such a trivial thing as com})ared with 
the deposit business of banks, but will go out of the national banking 
system, and to that extent will reduce the already i)resent volume ot 
national-bank issues. 

The question as to whether or not the banks would continue to issue 
notes would turn entirely upon the question of profit, and that would 
depend entirely upon the number of their promises to pay in the 
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shape of bauk uotes which they could keep iu circulation. The com- 
plaint on the one hand is now that there is no profit in circulation 
because they are compelled to deposit $114 and only p't SS>0 in return, 
thus locking? up so much of their capital which thcv could more 
advantageously use in the immediate communities in which they are 
doing business. On the other hand, the complaint is that the protit on 
circulation is so slight under the present system that it is not worth 
while for banks to issue it because of the (litliculty of getting their notes 
into circulation on account of the great volume of United States issues 
which circulate and crowd out the national-bank issues. They are, 
however, able to keep in circulation at present $207,000,000. I think in 
1890 circulation was down to * 1 20,000,000, but the banks found more 
use for notes, and possibly more profit, and so they have taken out 
more. 

It is safe to say that if you did not change the volume of currency 
at all, but left it just as it is, the banks could keep out this $340,000,000 
exchanged for their legal tenders, as that would simply fill up the 
vacuum by taking the issues away from the Government, and, in addi- 
tion, could keep out as nuich national bank circulation as they have at 
present, which would amount to 8207,000,000. To the extent, therefore, 
that the $207,000,000 is issued against assets, they would make a con- 
siderable profit, and if they should, as they undoubtedly would, at 
seasons of the year when there was more demand for money, take out 
the balance of the issues due upon the 50 per centof capital as against 
their assets, to that extent would their profits be enhanced. Just as 
you would have an actuary of a life insurance company figure out 
profits ux)on investing in the stock of a life insurance com])any, after 
taking the losses which aie ini'ident to the business, so you can take 
and figure out, from what yon know of the ])rcscnt circulation and the 
present ability of the banks to use note issues as against bank deposits, 
what the profit would be if they were allowed to issue against a 
de])osit of legal tender and against their assets. 

Mr. WalkiiIR. Plus wljat they issue themselves. 

Mr. Eckels. On wliat they issue ihemselves is where the whole i)rofit 
would be. If they can make a profit by issuing $90 against an invest- 
ment of $114, on $207,000,000 of currency it is safe to say that they can 
make a large protit on dei)osits of $50 and note issues of $100. I think 
that is sim])ly a matter of figuring. f ^jr;CE 

As to the question of elasticity : Of course there is no elasticity in 
the 60 per cent which is issued against legal tenders, because that 
is simply a fixed sum. But the elasticity in the issue would be within 
the percentage of notes to the extent of 50 per cent, the range of 50 
per cent issued against the assets. I believe that within that range 
could b'* found the elasticity which the wants of business require. I 
believe that the question of elasticity is one which is governed by two 
things. It is governed by the needs of business, on the one hand, and 
it is governed, on the other hand, by the fact that the notes issued are 
made convertible into coin, not ultimately, but immediately; and that 
if you have out a large volume of currency, bank note or any other cur- 
rency, that is redeemable, not theoretically, but redeemable in fact in 
coin, every dollar which is not needed lor business will immediately 
return for redemption; that, in other words, you can not keep out and 
in circulation a redeemable dollar to the extent that that dollar is not 
needed ; that the needs of business control ; and that every dollar which 
is redeemable in coin upon demand and that is not needed for the daily 
transactions of business will, from the law of business itself, go right 
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back to the issuing bank and be redeemed, and not be issued again until 
it is again needed. So that the question of elasticity depends upon 
these two things, or, in fact, ujmn the one thing. 

Mr. Walker. And to the interest of the bank? 

Mr. Eckels. And the interest of the bank; yes. It would not keep 
the money out, of course, unless there were a ])rolit in it. So I think 
within the range of the 50 per cent of notes issued against the assets 
convertible ui)on demand would be such elasticity as is needed. 

Mr. Johnson, of Ohio. Where would they be redeemable? 

Mr. Eckels. They would be redeemable, if you follow the present 
law, either at the banks themselves, or in Washington; or, if you 
change the present law, at the banks themselves or at such point of 
redemption as should either be named by the bank, with the approval 
of the Comptroller of the Currency, or, as might be provided by the 
Government, at such point as should be named by the bank. I think 
prior to the present system it was provided that the banks might name 
redemption agencies, with the approval of the Comptroller of the Cur- 
rency. It would be just as under the old Suifolk system in Massa- 
chusetts, the notes of banks issued in New England which were con- 
vertible into coin and were not needed for business immediately went 
back for redemption, and there was never kept out a single dollar more 
than was needed by the people in their business. 

I do not believe you can force into existence a single dollar more 
than is needed, if it is good money. The whole thing turns upon the 
goodness of the dollar so far as the redemption feature is concerned. 

Therefore, I think the system which I liave suggested would relieve 
the Treasury, to the extent which I have named, of the current redemp- 
tion of the $340,000,000 of greenbacks. On the other hand, I think in 
the range of i)ercentage which I have named would be found elasticity 
and protit to the bank. 

Now, the other thing which must be considered in connection with 
issues against assets is whetlier or not the notes issued against the assets 
would be perfectly good. I think upon the (question of note issues, 
whether State or National, the Government, ought to have something 
to say as to what banks should issue notes, and under what circum- 
stances. 

There are a great many things which Governments can not do them 
selves, but there are a great many things which Governments have an 
inherent right to regulate, just as municipal governments regulate the 
right as to where gunpowder shall be kept — as has been said by some 
authority, just as municipal governments regulate certain internal 
arrangements; just as the State government to-day regulates how sav- 
ings banks shall be kept, how depositors or the other people inter- 
ested in banks shall be protected; just as the Government of the United 
States regulates or undertakes to regulate the comuierce between the 
States under the interstate-commerce act. 

There is power which inheres in Government, but which it is not best 
for it to exercise. I think that, especially in the issuance of bank notes, 
the thing ought not to be done by Governments, because Governments 
have never yet been able to properly control the issues which come 
directly from them, through tlie fac^t that, in order to make their 
money circulate at all, they must attach to it a legal-tender quality and 
compel a man to take a thing which otherwise he would not. Some- 
body has very aptly said that the giving of a legal-tender quality to 
Government issues was all right so long as people believed in the divine 
right of kings, and believed that in a king's touch there was divine 
NAT OTJB 6 ^g.^.^^^ ^y (^OOgle 
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healing, but not now when we do not entertain such beliefs. So, on 
the same principle, Governments, because of the power in them, or which 
they assume to themselves, give these bank notes legal-tender quality, 
and therefore they circulate because of that fact. 

Mr. Johnson, of Ohio. Would you receive these notes for public 
dues? 

Mr. Johnson, of Indiana. 1 object to any interruption. I think the 
gentleman from Ohio had better let Mr. Eckels proceed. 

Mr. Eckels. I will come to that later, Mr. Johnson. 

So that 1 think the Government ought to regulate these issues for 
the reasons which I have named. 

The other question to be considered, I started to say, was whether 
or not these notes would be paid — the notes which are issued against 
assets. Of course, the only thing you can judge by in arriving at any 
conclusion as to a matter of that kind is something of a speculation. 
But very frequently you can take a certain set of facts and put them 
together and arrive at a correct conclusion on the theory that when a 
thing has been done or produced by certain causes, it is safe to say 
that the same causes wiU i)roduce the same eftect. 

It is safe to say that the losses which have occurred under the 
national-bank system would not have occurred, nor would there have 
beenany danger of loss if a single dollar of bonds had not been deposited, 
for the loss has not occurred because of the management of the banks 
and the supervision and care which have been exercised over them. 
It has not been because of a deposit of bonds. 

Mr. Walker. The failure has not occurred ? 

Mr. Eckels. Yes; the failure has not occurred. 

I venture the assertion that with the same set of men, following the 
same kind of banking, and under the same uniformity of the system and 
the same supervision as required by the public, by statements every 
so often, to make reports or statements every so often, prohibited from 
lending upon any asset which was not a quick asset, such as real estate, 
but carrying on a purely commercial business as the banks do, the 
same thing would have resulted if there had not been a single dollar 
of security deposited here. It has not been the security unused which 
produced these results, but it was because of the methods employed in 
banking, and because the men in control of the banking institutions 
of the country operating under the system, conducted them in such a 
manner that, instead of being a great source of loss, they have been a 
source of profit to them and a sounie of benefit to the people. Because, 
whoever may be the people who are engaged in banking, the fact is 
that since the present banking system the business of this country has 
been so facilitated that it is impossible to see how it could have been 
done otherwise than through the banks. The invention of instru- 
ments of credit, the transacting of business involving immense sums 
of money, has all been accomplished by banks. 

Now, the elasticity of the Bank of England issues has been found 
upon every great occasion to be inadequate to meet the wants 
of the business interests of Great Britain at times of great finan- 
cial disturbances. The Peele Act undertook to see how many dollars, not 
what percentage, but how many dollars, should be issued of what iire 
known as uncovered notes, or notes which are not, dollar for dollar in 
gold, deposited in the basement of the Bank of England. It fixed the 
amount in 1844 under then existing conditions. In 1847 the defect of 
the attempts to fix any absolute volume of issue was found to be 
patent, and the result was that three years after the enactment of the 
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Peele Act, when it was supposed that the question of the issuance 
and control of circulation had been settled perfectly, the proper 
authorities had to give to those in charge of that branch of the bank- 
ing of England the right to issue above the amount of uncovered 
notes fixed by the Peele Act; and by the notes thus issued, coupled 
with the further fact that the directors of the Bank of England at that 
time were induced to loan those who had proper security at a raised 
rate of interest, the panic was averted. 

The same thing occurred in 1857, and the same method had to be 
resorted to on account of the lack of elasticity because of the fixing of 
the amount of uncovered notes which could be issued by a hard and fast 
line determined by the law; and the same thing in 1866. 

Now, the elasticity of this system is to be found in the fact that, not, 
as was the case in the Peele Act, which controlled the Bank of England 
and by which the exact number of dollars of uncovered notes was fixed, 
but because the amount of notes which will be issued under it will 
depend entirely upon the banks thetnselves and upon the number ot 
banks which come into the system. So, it is safe to say, that there will 
always be within the percentage of 50 per cent a suflicient range in 
elasticity. 

The notes which have been issued by the Bank of England, under 
the permission given to issue over its uncovered notes — the increase 
over the uncovered notes has always been just as good as any other 
notes. Of course they are issued against securities, but it has been 
found that the best security which any bank can be possessed of, and the 
security which is the most rapidly convertible, is the good commercial 
business paper of a bank. If anybody doubts that, he has simply to 
look into the history of the last financial distress in this country, a year 
ago, when it was found that a bond was about the hardest thing there 
was to convert. But the quick commercial paper was found to be 
most readily convertible. 

Therefore you would have here, for the issue of what you might term 
your uncovered notes, the rapidly convertible assets of a bank. 

The Scotch notes have never failed of redemption. There never has 
been a discredited note issued by a bank in Scotland, and that is due, 
not to any other fact than that the people have confidence in the Scotch 
banker, and to the further fact that the Scotch banker has built up his 
credit and established confidence among the people by the fact that his 
notes are redeemable in coin upon demand. A Scotch note has never 
been discredited, has never been depreciated, and the note holder has 
never lost a dollar, except possibly in one or two instances, and I am 
not positive about those, nor have the stockholders ever been called 
upon to contribute anything to make good the losses on notes. I think 
when the failure of the Bank of Glasgow occurred, a number of years 
ago, other banks, for the sake of the credit of all the banks, came for- 
ward and took up the notes of that bank. 

Mr. Johnson, of Indiana. There was «an unlimited liability of the 
stockholders, however. 

Mr. Eckels. Yes ; of course there was unlimited liability of the stock- 
holders. There was that difi'erence, of course. 

The Canadian notes are issued simply against the assets of the bank, 
coupled with which is a safety redemption fund. The redemption fund 
is simply for the notes of failed banks. The amount of it is 5 per cent 
of the outstanding circulation. There never has been a Canadian bank 
note discredited, and never has one failed of redemption. In my report 
I have undertaken to figure out what percentage would be necessary. 
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Of course it is a matter of calculation, and I may bave statetl it too 
large or too small. Wbat is necessary is to establish the principle. If 
the principle is correct, then the details are easily worked out. 

You sbould have a banking system wbicb will not place so much of 
a hardship upon the issue of the banks as to make them prefer the 
deposit side alone to the deposit and note issue combined. You should 
have a system which will get the Treasury out of its present difficulties 
until it can do what it ought to do, redeem and put away these notes. 
You should have a system which makes every note of a bank converti- 
ble on demand, such a system as assures note holders of failed banks 
that the notes which they hold shall be redeemed immediately, ui)on 
presentation, out of a fund to be held by the Government as agent only. 

In this whole matter of redemptions I think the Government simply, 
if it has anything to do with it— and that is a question which is open 
for discussion, as to whether it ought to have anything to do with it or 
not — ^but if it has anything to do with it, ought only to stand in the 
position of agent, with supervisory control to see that the banks do 
redeem; and not leave it entirely to the banks themselves to ascertain, 
after a note has been discredited, whether the redemption is going on 
or not. But, if the Government has anything to do with the redemp- 
tion of these notes issued against the assets of the bank, or, for that 
matter, anything to do with the redemi)tion of notes issued against legal 
tenders, it ought to be simply in the rehition of agent. I do not think 
the Government ought to lend its credit to banks except to the extent 
of taking such precautionary measures as will give the people to under- 
stand that somebody is looking after these promises to pay. I think it 
is generally understood that promises to pay do not take care of them- 
selves without some sort of supervisory care of them. 

Therefore, with the bank note made elastic and made perfectly safe, 
the Government relieved of its present embarrassments until it reaches 
the proper point where it can do as everybody else does — when he gets 
in debt, pay its creditors — I think the general good of the people would 
be promoted. 

Upon the question of redemption the only thing that ought to be 
taken into consideration is as to whether or not the Government ouj^^ht 
to have anything to do with it or not, or whether or not there should 
be a change of this system which is so embedded in the minds of the 
people, of having every dollar of notes issued secured by a deposit; 
^vhether or not you can get the people to immediately take the promises 
of the bank to pay without a deposit of security, unless the Government 
retains some sort of supervision over the redemption of them, not being 
responsible for the redemption, but exercising supervision to see that 
when a bank gets near, in its redemption fund, to a line, or gets below 
the line of the amount necessary for the current redemption, somebody 
connected with the Government notifies the banks of that fact. 

You can calculate that in any change of system which does away 
with deposited security the people are going to be a little timid. It will 
take a long time to educate them up to it. They have got to learn some 
things, and they have got to unlearn some things. Whether or not 
you can accomplish so much, or whether it would be wise to undertake 
to accomplish so much at a single lesson, is a question for you to 
determine. 

If y(m have a bad system you must cure the worst defect to start 
with. The other things are to be taken uj) in order. They may not 
be material. You must keep that in view. When you come to the mat- 
ter of reserve against deposits, it, as the Secretary of the Treasury 
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says, is a matter of discussion as to whether or not it would be wise 
to abolish it. I think everybody will recognize the truth of what he 
says, that it is a great embarrassment at times to the business interests 
that the banks can not loan money when down to the minimum percent- 
age of reserve. I think that percentage is put at what might be termed, 
and what has been termed by writers upon these questions, the appre- 
hension point, that point where people become a little uncertain as to 
whether or not a bank is solvent enough to redeem its demand obli- 
gations. 

There is much that can be said upon the question as to whether or 
not there ought to be a tixed limit. I think criticism has been passed 
frequently upon the Bank of England tliat at times of great emergen- 
cies it has attempted, while there was no fixed law on the subject, to 
have a hard and fast line, and would not loan as much as it ought. Of 
course fixed reserves, as in 1893, sometimes work a hardship. But you 
can not entirely make your calculations from what occurred in 1893, I 
think the man who investigates all the phenomena of that year will see 
that it comes within the line, as has been stated by some prominent 
financial writer, I think Kicardo, that at times when everybody demands 
coin from a bank, when all the depositors demand coin, no banking 
system and no system of reserves can meet it. The sort of feeling which 
overtakes people when every man rushes to a bank and says: " I want 
my dei)osit; Iwant njy checks cashed; I want my money,^' will break 
down any system. 

It is impossible at such times to have enough money on hand to meet 
that demand, because the percentage of business done in this country 
is over 90 per cent of credit, and the balance is only done on a cash 
basis. Therefore the cash in all the banks, if every dei)ositor wanted 
his money, would not be sufficient to meet the demand. Last year 
presented one of those conditions when there was a state of fear among 
the people that no banking system could have stood up under it; but 
tlie banks which had the largest reserves stood up the longest, and even 
they could not have stood up if they had not devised means to do it. 
Yon can always rely upon the business instincts of business men to 
devise meatus to meet just such emergencies. So I say you can not 
entirely judge from what occurred during that year as to this question 
of fixed reserves. 

But this is to be remembered, taken in connection with what I have 
said alxmt the deposit feature of banking in this country being the great 
feature, that you can not afford to scare the depositor upon the one 
side by making his deposit subject to a first lien for the notes issued by 
the bank and on the other taking away a reserve kept for the deposit- 
or's special benefit. On the other hand, it is worth while to take into 
consideration whether you will abolish a hard and fast line which at 
times does work possibly a hardshi]) to the general business interests, 
although last year I do not think all the commercial failures occurred 
by not being able to get money. I think the surprising thing is that 
there were not more failuies. The failures were not commercial failures, 
but manufacturers shut down because they could not get money. 

But that 15 per cent and that 25 per cent is by law for the benefit of 
the depositor who contributes to the business interests of this country 
to-day, in the nati(mal banks alone, over $2,000,000,000. The law says 
that when the percentage of reserve is down to 15 per cent in what 
are known as places that are not reserve cities, and 25 per cent in reserve 
cities where there is a great and rapid demand for the deposits, while in 
the nonreserve cities, the agricultural communities, the people are in the 
habit of leaving their money longer, so that it is not necessary to 
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keep the same amount on band, it shall not be touched except for the 
depositor. But that sum is there for the benefit of the depositor. Now, 
if tlie depositor has money there subject to check, under the law he can 
get it; every dollar is to be paid to him. The law simply provides that 
when the bank gets to that point it shall not make any new loans or 
discounts except in taking up sight bills of exchange or such paper as 
is immediately convertible into money; and that below the 15 per cent 
and the 25 per »cent the money shall be held for the benefit of the 
depositor. But if a man has a deposit he can come in and get it and 
put it into business or use it for any other purpose he may desire, draw- 
ing out the very last dollar of it if he so desii;es. 

The law recognizes the fact that the banks will at times be compelled 
to make loans and discounts in order to meet the wants of their deposi- 
tors. If loans and discounts are made by banks, even at a time when it 
is a technical violation of the law, the law gives the banks thirty days 
in which to make it up. Instead of making the provision mandatory 
upon the Comptroller of the Currency that he shall — upon the banks 
notmaking their reserve good in thirty days — the law says that he may, 
with the approval of the Secretary of the Treasury, put such bauks in 
the hands of receivers and wind them up. 

In the report for 1893, which I made to Congress, that matter is dis- 
cussed; but, as the Secretary says, and as I say, it is a matter of dis- 
cussion. I thought, however, that it was wise to bring it ont in order 
that when you gentlemen fully consider tlie question you may take in 
consideration the views which have been suggested both for and against. 
I think simply taking the single year 1893 is not a fair guide, because 
that was unprecedented in all these respects. It was a time when we were 
suffering internally, and the aggravation was not only internal, but we 
were suttering externally from the fact that our difficulty was, on the 
one hand, that there was a foreign demand for exchanges for a great many 
American securities which were either sent here because the holders 
doubted our credit, or because they had to have money to make up 
losses in their own countries, and we were suffering internally because 
depositors in banks were so frightened within the period from May 
to October that they drew out more than $300,000,000. 

Of course, to meet such state of affairs, the banks had to call in their 
loans and discounts, and the result was that they called in 8358,000,000. 
But, in order to make the trouble as slight as possible upon the business 
interests, they took out 836,(M)0,000 additional of bank-note currency, 
and they also added to their borrowings about $40,000,000. They gave 
their customers the benefit of the $30,000,000 additional of bank notes 
and the amount of their borrowings — a sum of money in the neighbor- 
hood of $50,000,000, and in addition thereto, under the stress of circum- 
stances — and I think it was a thing that was perfectly commendable — 
they issued clearing-house certificates, making avaihible for loaning pur- 
poses the amount of money which the clearing-house certificates covered. 

Now, gentlemen, these are my views upon what I have said in my 
report, and upon the question of banking generally. 

Mr. Walker. Mr. Chairman, we have now been in session until 
22 minutes to 4 o'clock. I move that we adjourn until 10 o'clock 
to-morrow, and at that time we continue the hearing of the Secretary. 

Mr. Eckels. There is. just one other statement that, before the com- 
mittee adjourns, I should like to make, in order to be fairly understood, 
and that is this: That while the Secretary of the Treasury and myself 
agree on general principles, we differ a little as to methods. I think 
that is perfectly fair to the Secretary and fair to myself. 

Mr. Johnson, of Indiana. May I ask you one qiiestion^ ooole 
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Mr. Eckels. Certainly. 

The Chairman. I think it is necessary to conclude this hearing 
to-night. 

Mr. Johnson, of Indiana. I simply desire to ask one question. 

The Chairman. Other gentlemen have been invited to appear before 
the committee to-morrow. Tlie chair thinks we can finish this hearing 
in a few minutes to day, and therefore makes the suggestion that each 
member put one question to Mr. Eckels, so as to allow an opportunity 
to all the members to interrogate him. Mr. Johnson, you may now put 
your question. 

Mr. Johnson, of Indiana. Your plan contemplates exclusive Federal 
control? 

Mr. Eckels. I did not go into that branch. It is not within my 
province. The question of the safety of the issue of notes by State 
banks would, to my mind, turn entirely upon the construction placed 
upon the right of investigation reserved by the Federal authorities of 
note-issuing State banks. I think a very important matter to con- 
sider in connection with all bank issues is that any scheme ought not 
to be devised simply for the purpose of increasing the volume of cur- 
rency. So, in the matter of bank issues, national and State issues, or 
both, I think this ought to be taken into consideration. I repeat, the 
question of the safety of State-bank issues is a question which would 
depend entirely upon the construction given to the supervisory powers 
as contemplated by the Secretary of the Treasury in the plan which he 
has suggested. I believe, as the Secretary of the Treasury stated, the 
dangers incident to State-bank currency are not as a great many 
people seem to think, for the reason that a diflferent state of aflfairs 
exists than did prior to the establishment of the national system. 
Business methods have improved in the interval and values have 
increased. But whether or not such issues would be safe is a matter 
I should prefer to leave entirely to the discretion of Congress. 

I think, though, it ought to be remembered that whatever relief is 
to be given to the Treasury through deposit of legal tenders by banks, 
it will not do to count too much upon State banks, as there are certain 
States whoso constitutions prohibit State-bank issues, and they are very 
important banking States, such as Texas, Missouri, Illinois, and others. 

Mr. Johnson, of Indiana. I asked you the question because you 
had not said anything on that subject to the committee. Of course I 
am familiar with your report on this subject. 

Mr. Hall. You spoke about there being $165,0^0,000 of greenbacks, 
these original Treasury notes, and the amount of notes issued under 
the Sherman law, held in reserve, and you said that by abolishing that 
reserve the amount will be thrown on the market, as we make use of 
the expression, and go to deplete the gold reserve. 

Mr- Eckels. They could be used for that. 

Mr. Hall. Pardon me. What I wanted to ask is this: Could it not 
be used for that purpose now? 

Mr. Ec^KELS. No; because the law requires that this reserve against 
deposits shall be kept in lawful nioney, and tliere is not enough lawful 
money in the banks, without taking in some of the legal tenders, to 
keep up the lawful reserve. There is lawful nioney reserve in bank as 
follows : 

Gold coin $125,020,290.92 

Gold Treasury certitirates 37,810,940.00 

Gold clearing-house certificates 34. ()9(5, (►^H). 00 

SUver dollars 6.116,354.00 

Silver Treannrv certificates 28.784,897.00 

Silver fractional currency blgltlzed by Cl^^'dgl^ 
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Ill addition thereto there were on hand in order to make up the per- 
centage that under the law the banks are compelled to hav e — legal-ten- 
der notes, $120,544,028, and United States certificates of deposit for 
legal-tender notes, $45,100,000. 

Mr. Walker. I think my motion is now in order, Mr. Chairman. 
I think we shall have time enough to hear Mr. Eckels without sitting 
so many hours. I move that we adjourn until to-morrow, when we 
can heai" Secretary Carlisle. I think there is ample time this week to 
have these hearings. 

The motion was rejected. 

Mr. Brosius. State whether you think, in view of the great amount 
of money now in the banks of the country — more than our people can 
use, and very likely more than they will be able to use for years to 
come — there is any urgent need for a revisicm ol our financial system 
at this time. 

Mr. Eckels. For the sake simply of getting out inoney^ I say no; 
but for the sake of a proper bank system and for the purpose of reliev- 
ing the embarrassuient of the Treasury under which it Uibors, I say, 
emphatically, yes. Tliere ought to be a revision. 

Mr. Warner. You mention the frecpient examination and publica- 
tion of statements of the condition of issuing banks as one of the safe- 
guards which we now have. May I ask how comparatively im]>ortant 
you consider it, wiietlier very important or of comparatively Jittle 
importance? 

Mr. Eckels. I think it is a matter of great importance, and I think 
if the J^anking Committee were as familiar with the reports which 
come in as 1 am, and the number of times banks have been saved, and 
especially during 1893, by the action of bank examiners, they would 
agree with me that it is very important. And as showing the impor- 
tance of it, 1 think most of the States now have their bank examiners 
and bank superintendents to look into State institutions. 

Mr. Warner. 1 have other questions, Mr. Chairman, but 1 will take 
my turn. 

The Chairman. Mr. Cox desires to ask a question. 

Mr. Cox. There w as so much noise, Mr. Eckels, that I did not just 
hear your statement; but as 1 understand the matter of di8])osing of 
the capital stock, 50 per cent of it shall be paid into the Treasury of the 
United States in greenbacks and legal-tender notes; that is the first 
part, and upon that the bank receives an equivalent amount of bank 
notes. 

Mr. Eckels. Yes. 

Mr. Cox. So he gets just dollar for dollar for that? 

Mr. Eckels. Yes. 

Mr. Cox. Upcm the next proposition, the renmining 50 per cent of 
its capital stock, he may receive dollar for dollar for that? 

Mr. Eckels. If he desires it, yes. 

Mr. Cox. That 50 per cent is based upon the assets of the bank, as 
I understood i 

.Mr. Eckels. Yes. 

Mr. Cox. There is nothing behind it to redeem it except the 50 per 
cent of assets, the caj)ital stock? 

Mr. Eckels. And the safety fund, in case of a fiiiled bank. 

Mr. Cox. The sijfety fund is suggested, 1 understand. Xow, to come 
back to the Government issue one minute. That, I understand, is not 
to be redeemed in coin until the banks surrender their charters! 

Mr. Eckels. The percentage of notes against legal tenders is to be 
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ultimately redeemed by the Governiiieiit, but if any man wants current 
redemption of them in gold, the banks have to supply the gold for that 
redemption. 

Mr. Cox. Precisely. I am looking to the Government. There is uo 
way to force the Government to redeem, is there? 

Mr. Eckels. Oh, no; as I say, I would entirely divorce the Govern- 
ment from the redemption feature, except that it might deem it wise to 
keep the Government as an agent. The Government, of course, would 
redeem in gold the legal tenders deposited when the bank ceased to do 
business, or sooner if it was deemed wise and the Government was 
financially able to so do. 

Mr. Cox. Our minds are evidently both on the same point. The 
gi-eenbaoks are placed in there — I call them greenbacks — for the redemp- 
tion of bank notes when a bank goes into liquidation either voluntarily 
or involuntarily. Now, the bank has deposited that and has had its 
50 per cent of these notes. Does the Government again surrender 
these greenbacks for the purpose of redeeming those bank notes! 

JVIr. Eckels. No. My idea would be that the Government would 
then destroy these greenbacks after redeeming them in gold. The 
Government would simply substitute to the bank gold for these green- 
backs and cancel the Government notes. 

Mr. Ellis. Is not the Government liable for the ultimate redemption 
of the notes t 

Mr. Eckels. The Government would be liable for the redemption of 
50 per cent, because those were issued on promises to pay for which 
the Government is now liable. But the other 50 per cent would be 
redeemable to the extent of this safety fund. 

Mr. Cox. Ami the assets of the bank f 

Mr. Eckels. Yes. 

Mr. Ellis. The plan of the Secretary does not contemplate the ulti- 
mate cancellation of these greenbacks, while your plan does. 

Mr. Eckels. I think you are mistaken there. The Secretary con- 
templates the ultimate redemption of them, but through use of the 
surplus revenue of the Government. On the issuance of a certain 
number of bank notes a certain number of legal-tender notes shall be 
canceled. 

A ^Ikmber. I want to know what the practical ditference is. 

Mr. Eckels. The difierence is that under the plan of the Secretary 
of the Treasury if a bank wants to reduce its circulation it can with- 
draw its legal tenders. My idea is that when legal tenders come in the 
bank could not take them out again. Whatever reduction a bank 
would make in circulation it would have to be of its safety fund. 

A Member. Do you not understand that the plan contem])lated by 
the Secretary is that the bank shall then regain this 50 per cent when 
it liquidates? 

Mr. Eckels. Oh, certainly. 

A Member. His plan puts it back in circulation, while your plan 
destroys it, as I understand. 

Mr. Eckels. But upon the other hand, his expectation is that out of 
the reserve of the Government there shall be the notes taken for redemp- 
tion and cancellation. You can not rush the plan into ojjeration. Of 
course it will have to come into operation gradually. If the banks 
deposit the 50 per cent of legal ten<lers and take the bonds you would 
immediately lock up S;540,00O,00O out of *498,0()0,000, and if the reserve 
fund is kept, of course a certain percentage of legal tenders, though not 
so large as at present, will be kei)t in the reserve against deposits. On 



Digiti 



zedbyLjOOgle 



74 NATIONAL CURRENCY AND BANKING SYSTEM. 

the other hand, I think the Secretary, in his report, figures that if all 
the national banks wouhl take out circuhition and the State banks 

Mr. Walker. Give us the figures on national banks first. 

Mr. Eckels. If all the national banks would take out 75 per cent — 

75 per cent of $675,000,000 would be how much f 
Mr. Walker. About $515,000,000. 

Mr. Eckels. And take 30 per cent of that. 

Mr. Walker. That would be about $155,000,000. 

Mr. Eckels. About that in round numbers. But that would con- 
template the keeping out all the time of 75 per cent of the capital iu 
bank notes. You would have to keep it out continually. If sufficient 
bank capital were invested in taking out notes to absorb all the legal 
tenders, under the plan suggested by the Secretary, you would have to 
increase your currency and keep out all the time additional bank 
notes to the extent of about $875,(K)0,000. 

Mr. Johnson, of Ohio. I want to ask whether the plan proposed by 
the Secretary of the Treasury would, in your judgment, furnish a flex- 
ible currency f 

Mr. Eckels. Yes: I think it would furnish a flexible currency. 

Mr. Johnson, of Ohio. What is the inducement? 

Mr. Eckels. As I have just told you, under the theory that if a 
bank note is immediately convertible into coin no dollar will stay out 
that can not be used in business. That gives it the flexibility. 

Mr. Johnson, of Ohio. Is it not true that where there are 3,700 banks 
it would be difficult to get at the notes of any one bank to present itl 

Mr. Eckels. That, as the Secretary of the Treasury says, is a mat- 
ter for discussion. 1 have just stated my views on the question. The 
whole question is whether the princ5i])le is correct. If that is correct, 
then there ought not to be much difficulty in working out the details. 

Mr. Sperry. I should like to inquire, Mr. Comptroller, what is the 
profit on circulation to a bank so as to induce it to put out circulation 1 

Mr. Eckels. Please repeat your question. 

Mr. Sperry. I desire to get at your judgment as to the profits to the 
banks upon circulation so as to induce them to go into your scheme. 
You, as I understand, require $50, say, of legal tenders deposited with 
the Treasury. That having been done, you give the banks $50 more on 
their general assets. 

Mr. Eckels. Yes; I allow $100 of bank note issues for each $60 of 
Treasury issues deposited with the Treasurer. 

Mr. Sperry. How much would you consider a safe reserve for the 
redemption by the banks of the $100 outstanding! 

Mr. Eckels. I think 5 per cent is considered safe now for current 
redemption. 

Mr. Sperry. That would be carried in legal-tender money! 

Mr. Eckels. It would be part carried in gold coin. 

Mr. Sperry. Would you require gold coin as distinguished from 
other money! 

Mr. Eckels. Simply for this reason: Whenever you wanted to get 
money to pay trade balances with other countries you could get a cer- 
tain percentage reserve in gold coin and make the banks lurnish that 
instead of the Government. That is the whole idea. We have got to 
have so mucb gohl (M)in in order to settle international exchanges. 

Mr. Sperry. Would you require banks to redeem their issue in gold 
coin, or any part of it? 

Mr. Eckels. Yes; I do not think that the bank note would circulate 
at all unless it were redeemable in gold coin. 
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Mr. Johnson, of Ohio. It might be redeemable in silver. 

Mr. Eckels. Of course if you maiutain tlie parity between the two 
metals you can use silver or i^old. It all turns on that question. But 
in the meantime you have got to have it redeemable in that which is 
regarded by the greatest number of people in the world as the best 
money for carrying on business. 

Mr. Sperby. We are speaking of the proposition as it may be crys- 
tallized in the form of a statute. Would you require banks to redeem 
their circulation, or any part of it, in gold coin! 

Mr. Eckels. I have stated that J would. 

Mr. Sperry. The whole of it! 

Mn Eckels. As long as there was any lawful money you might 
require it to be redeemed in lawful money. Of course, under the i)olicy 
of the Government to keep all of its issues on a parity, every issue is 
equivalent to gold, being convertible into gold on demand. 

Mr. Sperby. Would you require banks to redeem in lawful money, 
or would you limit them to redemption in gold coin? 

Mr. Eckels. As long as lawful money is out I would let them use 
part of it, and I would have part redeemed in gold coin. 

Mr. Sperry. What part ? 

Mr. Eckels. I have stated that 50 per cent of their circulation 
should absolutely be redeemed in gold coin. This for international trade. 

Mr. Sperry. As a reserve to be held in the bank! 

Mr. Eckels. For -redemption purposes; r>0 per cent of the reserve 
for redemption purposes should be in gold coin for this reason: That 
under the practice of the Government these notes are redeemable in 
gold coin. 

Mr. Sperby. If you require the banks to re/deem in gold coin they 
must just carry gold coin for the purposes of reserve. If yon allow 
them to redeem 5() per cent in lawful money and the balance in 
gold coin, then it seems to me they would have need to carry a certain 
per cent in lawful money and a certain other per cent in gold coin. If 
you allow them to redeem in lawful money I do not see how the banks 
will be able to carry a gold-coin reserve unless you require them to 
redeem part of their outstanding circulation in gold. 

Mr. Eckels. That is what I have been trying to explain, that I 
would compel them to redeem a part of their bank notes which are 
issaed against legal tenders in gold coin, and for the reason given, viz, 
to settle international balances which must be settled in gold coin. I 
would compel them to that extent to redeem in gold coin, and to that 
extent the banks should carry gold coin, for the reason tliat whenever 
you want to settle international exchanges the gold could be obtained* 

Mr. Sperry. 1 am looking at the matter as an implied contract 
between the note holder and the bank itself. Now, there is no distinc- 
tion between the $50 Avhich the bank gets into circulation, predicated 
upi>n a deposit, and the other $50 which it gets upon its own credit. 

Mr. Eckels. But every bank, for the maintenaiice of its own credit 
and protection', will give the note holder whatever kind of money he 
may want. It will be obliged to do this for self protection ; aiid if it 
does not do it, its neighbor will, and the result will be thai the bank 
which does not thus maintain itself will be discredited. That will be 
regulated, I think, by coiui)etition. 

Mr. Sperry. Would you give the option to the national banks to 
carry a certain pen^eiitage to redeem in gold coin, or give the national 
banks the option of redeeming in lawful money? 

Mr. Eckels. I think the bank ought to be permitted to redeem in 
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lawful money, except a certain percentage; but I think it is rather a 
distinction" without a difference, because people know that they can 
take the lawful money and get the gold with that. 

Mr. Sperry. I know, but they can not always conveniently do that. 
I am speaking now as to the matter of the rights of the noteholder as 
against the bank when you put those riglits into the rigid form of a 
statute. What are the rights of a note holder, under your system, in 
relation to redemption ! 

Mr. Eckels. The same rights that are now the rights of the holder 
of any legal tender who is dealing with the United States Government 
relative to the redemption of such Government issues. 

Mr. Sperry. Then the bank may redeem in silver, for instance? 

Mr. Eckels. If it does redeem in silver, and silver is not on a parity 
with gold, I do not think the bank would have very much business to 
transact afterwards. 

Mr. Sperry. All that 1 want to know is whether the note holder 
would have the right to demand a certain percjcntage redeemed in gold, 
or whether he would be obliged to allow his notes to be redeemed in 
lawfiU money to a certain percentage! 

Mr. Eckels. 1 think he could demand a certain percentage to be 
redeemed in gold. 

Mr. Sperry. Then on that point you distinguish between the dif- 
ferent legal- tender moneys! 

Mr. Eckels. You might term it a distinction, but in practice you 
would find that all the banks would give to the note holders whatever 
sort of money the note holders wanted; and it would be on the ground 
of 8elf-prot(»(tion because if banks did not do so the issues of those 
banks would be discredited. 1 think it is safe to rely upon the banks 
looking out for themselves, and thus regulating this matter. 

Mr. Walker. I should like to ask the Comptroller if tlie banks, 
under his suggestion as to what the law should be, would not be placed 
in the same identical position that the United States Treasury has 
been in up to this time — that the banks and Government, by great 
commercial and econonnc laws, should pay what they agreed to pay. 

Mr. Eckels. Yes; I think so, with this difference: That the managers 
of banks would not be hamj)ered by the same law^s that do not give 
the Secretary of the Treasury necessary powers incident to what he is 
called upon to do. l^eople in other lines of business are not hampered 
in that way. 

Mr. Walker. Let me ask this second question: Is it not a fact 
that when gold is taken out of the United States Treasury it goes into 
the possession of parties other than the Government, and many times 
into toreign countries, while in the case of a bank there is no inducement 
to draw it except for shipment. It is deposited in another bank at once, 
which places it again within the redemption circle, whereas, when it is 
taken out of the Unit<Hl States, it is gone forever, so far as the United 
States Treasury is concerned! 

Mr. Eckels. Yes; because people do not want gold coin. They pre- 
fer paper, as being more convenient. l*eople really do not want to 
carry coin ground with them. Therefore the whole thing turns upon 
the belief of those who are dealing with the bank, in the ability of the 
bank to maintain its credit and give them coin, if at any time they 
should desire to excihange the bank's paper x)romises to pay, for coin. 
It is just as if I were dealing, with any one of you. I would not take 
youi' promise to pay unless I had a feeling that you would pay, and 
especially I would not take it payable on demand unless I felt that 
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any day, whether to-morrow or a year from now, I could go to the one 
'wbo had given me such note and receive from him the money due on 
the note. All these notes of banks are promises to pay on demand. 
That which will give them currency among the people is whether or 
not when demand is made the person who issues tliem, whether it be 
a corporation or an individual, will meet that demand. 

Mr. Johnson, of Ohio. You promised to answer a question that I 
asked you awhile ago, but did not do it. 

The CHAIR3IAN. As to whether these notes should be receivable for 
Government dues. 

Mr. Eckels. I would arrange it by percentages, because at present 
the legal tenders, as I understand, are accepted for dues. 

Mr. Johnson, of Ohio. So are national-bank notes. 

Mr. Eckels. No, not for customs dues. 

Mr. Johnson, of Ohio. They are for internal revenue. 

Mr. Eckels. Oh, yes. 

Mr. Johnson, of Ohio. Would you still do that? 

Mr. Eckels. Yes, and I would have a certain percentage, basing it 
upon the amount of legal-tender notes issued by the Government, 
accepted in payment of customs, because they would be equivalent to 
gold, being based on legal tenders or Treasury issues, which are on 
demand always redeemed in gold at the Treasury. 

Mr. Warner. 1 believe that you suggested, Mr. Comptroller, that 
the 50 per cent deposit of legal tender notes was not, in your opinion, a 
necessary security to the currencry ? 

Mr. Eckels. I do not think it is necessary 

Mr. Warner. It is an alternative between raising money by taxa- 
tion to retire the greenbacks and- 



Mr. Eckels. Yes, and I think that- 



Mr. Wabner. I have not ccmie to the point yet, quite. Now, is not 
the requirement of that deposit ot* 50 per cent just so much of an 
obstruction to the free deveh)pment of tlie currency and to just that 
extent a tax upon borrowers! 

Mr. Eckels. I hardly think so; but suppose you get dollar for dollar 
in exchange for it for loaning purposes? 

Mr. Warner. If you tie up just that amount of money as a condition 
to getting dollar for dollar, is not that just so much of a tax upon the 
money which you do get! 

Mr. Eckels. Yes; but the idea is with a great many people that 
these legal tenders ought not to be in circulation at all; that those evi- 
dences of debt ought to be gotten out of the way. Under the ])lan sug- 
gested there is no contracti(m or expansion in the present volume of 
currency. There is another consideration : I said it was i)erfectly safe. 
I have no doubt but that it would be perfectly safe. But as 1 have sug- 
gested, you must teach the people, all classes of people — you have 05,000,- 
000 of people to deal with, scattered all over the country — and he 
majority of those who are in business have never known anything but 
a bank-note currency which is dollar for dollar secured. Now, the i>rac- 
tical question is whether you can make so much of a (change from the 
existing order of things and yet retain the coniidence of the people in 
your notes. It is not a sentimental (piestion, it is a jn-actical question. 

Mr. Warner. Let me put it in another shape Do 1 understand, 
then, that the alternative is to put a tax upon wealth to pay otf the 
greenbacks, or a tax upon borrowers in order to carry them ? 

Mr. Eckels. I think it would be a tax on borrowers, if your prem- 
ises are correct. Hut I do not admit the correctness of the i)remi8es 
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Mr. Warner. Is that not the fact? 

Mr. Eckels. Possibly it is. 1 have no doubt that if the people could 
thoroughly appreciate the expense that is now incident to this system 
of things, as they will appreciate it if you issue an interest-bearing 
bond every four mouths to the extent of $50,000,000, they would see 
that the expense on that side is a great deal harder burden than what- 
ever additional expense in the way of interest on this side would be. 

Mr. Warner. Instead of taxing wealth to pay the greenbacks we 
are taxing the borrowers to carry themf 

Mr. Eckels. Yes. 

Mr. Culberson. I do not understand the proposition that way. 

Mr. Warner. I am perfectly willing, if I had the time, to explain 
it, but I do not wish to intrude on the time of the committee to 
explain it. 

Mr. Culberson. I do not think the Comptroller has made that 
assertion. 

Mr. Eckels. There is one other thing. I hope the committee will 
pardon me if I make too many suggestions, but there is one thing which 
I think worthy of consideration in connection with the present system, 
and that is its uniformity of supervision. 1 am not saying anything 
now about the note issues, but siniply about the uniformity of super- 
vision. A great many people have a surpjus of capital which they can 
not use to advantage in the communities in the East, and the Middle 
and the other States where the systems are older than in the !Ni)rth- 
western and in portions of the South. The result of that has been this : 
That, understanding this uniformity and the general method in banking, 
there has been invested in banking capital in the West and in the 
South, by these people who had a suj)erabundance which they could 
not use profitably at home, a great amount of banking capital. That 
capital has been so much additional money to these places that needed 
it for the purpose of developing their natural resources. It has served 
the same purpose as if that amount of capital had been imported. In 
addition thereto, the establishment of such banks has educated the 
people of those communities up to the point of depositing in banks, 
thereby giving to such communities the benefit of an available capital 
whiph, but for the establishment of such banks, would have remained 
either in the pockets of the people or have been stored elsewhere. So 
that every dollar, as I stated before, is made to bear a great many 
transactions instead of but a single one. 

I have made several investigations because I thought they would be 
important to the Committee on Banking and Currency. One was to 
ascertain the numberof depositorsin the country having in banks sumsof 
$1,000, under $1,000, and over $1,000, etc., and I found there were almost 
two million depositors in national banks and four million depositorsin sav- 
ings banks; and adding the numberof depositorsin State banks would 
bring it up to about eight millions of depositors. Then 1 made an investi- 
gation also as to the amount of checks, etc., used in retail transactions, 
and I found that there w^s about 55 per cent of purchases from grocers, 
clothing men, and all that sort paid by credit instruments. . Then I made 
an investigation, or looked up a former investigation that had been made, 
as to the amount of capital which had been invested in the banking 
interests in the South, the West, and Northwest in national banking. 

Mr. Black. By whom ? 

Mr. Eckels. By people in the North and East. 

The evidence of the extent of this investment is found in the faet that 
in 1889 nearly one-third of the capital stock of 520 national banks in 
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Iowa, Minnesota, Missouri, Kansas, and I^ebraska was contributed by 
Northern and Eastern stockholders, while in Dakota, Idaho, Mon- 
tana, New Mexico, Utah, Washington, Wyoming, and Arizona more than 
one-half of the capital stock of 144 national banks was held by nonresi- 
dent shareholders. In the States of Virginia, West Virginia, North 
Carolina, South Carolina, Georgia, Florida, Alabama, Mississippi, 
Louisiana, Texas, Arkausas, Kentucky, and Tennessee, of the shares 
of 410 national banks, a little more than oue-sixth of the total was held 
by nonresident shareholders. 

Simply to show to what extent capital has been brought into these 
places in order to develop them, I think this is an important consider- 
ation in dealing with the banking question. 

The Chairuian. One gentleman invited by the committee to present 
his views, Mr. Lackland, president of the Boatmen's Bank, of St. Louis, 
has sent a brief communication stating his views, If there be no objec- 
tion the Chair will hand it to the reporter to be printed in lieu of 
reading. 

Mr. Johnson, of Indiana. Why not have it reivd to-morrow? 

The Chairman. It will be inserted in the proceedings if there be 
no objection. 

There was no objection, and the letter referred to is as follows : 

Boatmen's Bank, 
St, Louis, December 8y 1894, 

My Dear Sir: I have yours of 6th instant, and regret very much that I can not 
appear before your committee in Washington City. I have very decided views on 
the currency question, and will preface this by saying that I have been in active 
business since 1837, and have experienced all the ills of ^tate-bank money. 

I don't approve of any of Mr. Carlisle's bill for many reasons. The first is that I 
don't think any bank ought to be allowed to issue paper money. Why should a 
bank be allowed to put forth their bills payable as money any more than any other 
corporation or capitalist! In my opinion, it is giving an undue advantage to the 
banks. Nothing ought to be allowed to pass as money without the broad seal of 
the Government. It is a function that belongs exclusively to the Government and 
ought not to be delegated to any other source. They have all the machinery for 
protecting the people against counterfeiting; besides, are equipped with sub- 
treaauries and strung boxes thief proof, which afford absolute security, besides the 
promise and ability of the Government to redeem all its pledges. 

Mv idea of a perfect currency is very simple and could be easily accomplished. 
In tiie first place, have aU the tariff revenue paid in gold; then Congress authorize 
the Government to issue one thousand millions of legal tender notes, no note under the 
denomination of tive dollars. This issue to be legal-tender and payable in gold at 
any of the snbtreasuries of the Uuited States on demand. With this issue redeem 
all the outstanding silver certificates, gold certificates, legal tenders and national- 
bank notes, as to have but one currency, then have the Government accumulate 
$350,000,000 of gold, and this, together with the silver now in the subtreasury, to be 
held for redemption of this new issue. This, in my opinion, would be the very per- 
fection and simplicity of the whole subject. 

A js^ood deal has been said in regard to the elasticity of currency. In my opinion 
this is a delusion. The object of this is wheu the cotton or other crops come to 
market that this expansion takes place to move the crops. Xow the theory of this is 
when the crops are marketed that this currency will be returned to the banks and 
there lay idle six months until the crops are ready again for market. Now anybody 
conversant with banking business knows very well that a banker is never so unhappy 
as when he has a surplus of money on hand, conseqn^itly that money will be used, 
and when the crops come along they will be sufferea to take care of themselves. 
My experience rs that when the crops come forward the money will be found to move 
them. Another point in the elasticity of currency is marie that it can be available 
in panics. No legislation can prevent panics. They come, I may say, as a necessity^ 
to purify the commercial atmosphere, and are the accumulation of years of prosperity, 
and are one of the financial laws for the settlement and readjustment of things, and 
will occur, in the very nature of things, in spite of any proposed relief. 

1 have hurridly set forth my views, without any elaboration, and you can take 
them for what they are worth ; but in my opinion they are worth consideration, for 



Digiti 



zedbyLjOOgle 



80 NATIONAL CURRENCY AND BANKING SYSTEM. 

I resrard this as one of the most important Huhjects now a^i^itating tbe public mind. 
To adopt Mr. Carlisle's theory of banking would be a step backward, and I woald 
regard it as one of the greatest calamities that could befall this country. 
Very truly, yours, 

R. I.'Lackland. 
Mr. S. W. Cobb, M. C, 

WaahingtoHj IJ. C. 
Mr. Parsons is out of the city, and I cannot find any other banking gentleman chat 
can spare the time to go to Washington City. 

The Chairman. There being no other business before tlie committee 
this evening, the committee will now adjourn, to meet at 10 o'clock 
to-morrow morning, for the purpose of continuing this hearing. 

Thereupon, at 4.12 o'clock p. m., the committee adjourned. 



Washington, D. C, Tuesdny^ December lly 1894. 

The committee met at 10 a. m. 

Present— The chairman (Mr. Springer), Cobb of Missouri, Ellis, 
Cobb of Alabama, Warner, Johnson of Ohio, Black, Hall, Walker, 
Brosius, Henderson, liussell, Haugen, and Johnson of Indiana. 

The Chairman : Gentlemen of the committee, we had expected that 
the Secretary of the Treasury would be here at this time, but as it is a 
little late and time is passing rapidly, I suggest that we shall proceed. 
I have asked Mr. Horace White, of New York, to address thecomuiittee. 
In pursuance of authority conferred on the Chair, I addressed a letter 
to Mr. White, and he has kindly accepted the invitation, and is now 
here. After he has concluded his remarks Mr. Hepburn and Mr. 
Horner will address the connnittee. 

Mr. Hall. Will the same plan be followed to-day as was followed 
yesterday with reference to Mr. Eckels? 

The Chairman. The Chair was going to suggest that we follow the 
same plan as we did yesterday, allowing gentlemen who address the 
committee to proceed in their own way without interruption. After 
they are through, any member of the committee can submit questions. 

The Baltimore convention, at which a plan was adopted last October, 
has had its proceedings printed; and, if there be no objection, it will 
be printed in the record of these proceedings.. 

The Baltimore plan and the plan outlined in Secretary Carlisle's 
report are here printed in parallel columns: 

THB BALTIMORE PLAN. 8RCKETARY CARLISLE'S PLAX. 

Skctiox 1. The ])rovi8ion of the na- I. 
tional banking act requiring: the deposit 

of bonds to secure circulatinj? notes here- Kepeal aU laws requiring, or aiithoriz- 

after issued shall be repealed. ing, the deposit of United States bonds 

Sec. 2. Allow the banks to issue circu- as security for circulation, 
latin g notes to the amount of 50 per 

centum of their paid-up, unimpaired cap- U^ 
ital, subject to a tax of one-half of 1 per 

centum per annum upon tbe averaj^e Permit national banks to issue notes to 

amount of circulation outstanding for an amount not exceeding seventy-five per 

the year, and an additicmal circulation of centum of their paid-up and unimpaired 

25 per centum of their paid-up,' unira- capital, but require each bank before 

paire«l capital, subject both to the tax of receiving notes to deposit a guarantee 

one-half of 1 per centum per annum and fund, consisting of United States legal- 

to an additional heavy tax per annum tender notes, including Treasury notes 

upon the average amount of such circu- of 1890, to the amount of thirty per 

latiou ontstandiug for the year: said a<l- centum upon the circulating notes applied 

ditional 25 per centun) to be known as for. This percentage of deposits upon 

** emergency circulation.'' the circulating notes outstanding to bo 
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Sec. 3. The tax of one-luilf of 1 per 
ceutuui per aiiDiim iipou tlie avera^re 
anioiiHt of circulation outstanding; shall 
be paid to the Treasurer of the t'nited 
states as a means of revenue, out of 
which the expenses of the ottice of the 
Cumptrolier of the CuriHjncy, the print- 
ing of circulating notes, &c., shall be 
defrayed. 

The excess ovtT one-hulf of 1 per 
centum of the tax imposed upon the 
"emergency cireulaticm'' shall be paid 
iuto the •' guarantee fund'* referred to in 
section 6. 

Skc. 4. The banks issuing circulation 
shall deposit and maintain with the 
Treasurer of the United >tati'S a *' re- 
demption fund" equal to 5 per centum 
of their average outstanding (*ir('ulation, 
as provided for un<ler the existing law. 

J<EC. 5. Tlie redemption of the notes of 
all banks, solvent or insolvent, to be made 
as provided for by the existing law. 

Sec. 6. Create a "guaramtee fun<l" 
through the deposit by caclt bank of 2 
per eentum upon the :i mount of circula- 
tion received the first year. Thereafter 
iniiM>64> a tax of one-half of 1 )>er centum 
ujion the a\cragi' amount of ontstanding 
cireiilation, tlie same to be paid into this 
fand until it slmll erjual ;") ]wr centum of 
the entire cinnlatii»n outstanding, when 
the collection of such tax shall be sus- 
pended, to be resumed whenever the 
Couiptroller of the Currency shall deem 
it necessary. 

The notes of insolvent banks shall be 
reileemcil by the Treasurer of the United 
>taies out of the (guarantee fiind, if it 
ahall be Hutlicieiit, and it n<d sutlicicnt, 
then out of any money in the Treasury, 
the same to be reimbursed to the Treas- 
un out of the ''guarantee fund'' when 
replenished, either from tl.c assets of the 
failed banks or from the tax af»)rctiaid. 

National banking asxociati«ais organ- 
ized after this plan ^hall have ^onc into 
operation nriy reeeive cin'ulation J'rom 
the CiHiiptroller of the Curren«-y upon 
paying iuto the '^guarantee fund'' a 
S'uu lieiiring the ratio to the circulation 
ap]ilied for and allowed that the "guar- 
antee fund " bears to the t<»t}il circulation 
otitstaniling. and to be subject to the tax 
of one-half of 1 per centum per annum, 
as <alled for by the Treasurer of the 
rnite<l Stales for the creation and niain- 
tenuD<'eof this lund. 

><► ansociation or individual shall have 
any claim ujion any i>art of the numey in 
feaid ** guarantee fund'' except for the 
riMlemption of the circulatin;; notes of 
any insolvent national banking asso<*i- 
ation. Any suqdus or residue of said 
"iiuaranlee fund" which may be here- 
after aMcertained or iletermined by law 
J»liall inure lo the benetit of the United 
i^tates. 

Sk«'. 7. The Government shall have a 
prior lien upon the assets of each failed 
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maintained at all times, and whenever a 
bank retires its circulation, in whole or 
in part, its guarantee fund to be returned 
to it in proportion to the amount of notes 
retired. 

111. 

Retain the provision of the law making 
stockholders individually liable, and pro- 
vide that the circulating notes shall con- 
stitute a first lien upon all the assests of 
the bank. 

IV. 

Impose a tax of one-half of one per 
centum per annum, payable semiannu- 
ally, upon the average amount of notes in 
circulation to defray the expenses of 
X)riuting notes, oHlcial supervision, can- 
cellation, etc. 

V. 

No natitmal-bank note to be of less 
denomination than ten dollars, and all 
notes of the same denomination to be 
unifonu in design ; but banks desiring to 
redeem their not«'S in gold may have 
them made payable in that coin. The 
Secretary of the Treasury to have author- 
ity to prepare and keep on hand ready 
for issue upon appli<ati<)n a reserve of 
blank national-bank notes for each bank- 
ing association having circulation. 

VI. 

Reciuire each national-banking associa- 
tion to redeem its notes at its own ollice, 
or at its own ottice and at agencies to be 
designated by it, 

VII. 

To provide a safely fund for the innne- 
diate redempticm of the circulating notes 
of failed banks, imi»c»se a tax of per 
centum per annum uj)on the average cir- 
culation of each bank until the fund 
amounts to five per c«ntum of the total 
circulation outstanding. Keuuire each 
n«'w ])ank, and each bank taking out ad- 
ditional circulation, to dejmsit its ]iroper 
pro])orti<Hi of this fund before receiving 
notes. \Vlu;n a bank fails, its guarantee 
fund held on <leposit to be ])aid into the 
sjif'efy fund and used in the redemptiim 
of itsn<»tes, and if this fund shall be im- 
paired by the redi'mption of the notes of 
failed national banks, an«l the imme- 
diately available cash assets of such 
banks are iusutticient to n*establish the 
fund, it shall at <uiee be made goo<l by 
pro rata ass«*ssments upon the other 
banks, according to the amounts of their 
outstanding circulation : but theie shall 
be a lirst lien upon all the assets of the 
faib'd bank, or banks, to reimburse the 
contributing banks. The safety fund 
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bank and upon the liability of shuro- 
holders for the purpose of restoring thu 
amount withdrawn from the '^ guarantee 
fund'' for the redemption of its cirnila- 
tion, not to exceed, however, the amount 
of the failed bank's outstanding circula- 
tion after deducting the sum to its credit 
in the "redemption fund" (section 4) 
already in the hands of the Treasurer of 
the United States. 

Sec. 8. Circulation can be retired by a 
bank at any time upon depositing with 
the Treasurer of the United States lawful 
money in amount equal to the sum desired 
to be withdrawn, and immediately upon 
such deposit the tax indicated in sections 
2, 3, and 6 shiill cease upon the circulation 
BO retired. 

Sec. 9. In the event of the winding up 
of the business of a bank by reason of 
insolvency, or otherwise, the Treasurer 
of the United States, with the concur- 
rence of the Comptroller of the Currency, 
may, on the application of the directors, 
or of the liquidator, receiver, assignee, or 
other proper ofticia), and, upon being sat- 
isfied that proper arrangements have 
been made for the payment of the notes 
of the bank and any tax due thereon, 
pay over to nuch directors, liquidator, 
receiver, assignee, or other proper oflieial, 
the amount to the credit of the bank in 
the '*redeuiptiou fund'* indicated in sec- 
tiou 4. 



may be invested in outstanding ITuitecl 
States bonds Iiaving the longe^^t time to 
run, the bonds and the interest upon 
them to be held as part of the fund and 
wild when necessary to redeem notes of 
failed banks. 

VIII. 

Kepeal the provisions of tlie reorgani- 
sation and extension iwt of .luly 1^. 1882, 
imposing limitations upon the reduction 
and increase of national-bank circula- 
tion. 

IX. 

Kepeal all provisions of the law requir- 
ing banks to keep a reserve on account 
of deposits. 

X. 

The Secretary of the Treasury may, in 
his discretion, use any surjdus revenue 
of the UnitcMl States in the redemption 
and retirement of United States legal- 
tender notes, but such redemption shall 
not in the aggregate exceed an amount 
equal to seventy per cent of the addi- 
tional circulation taken out by national 
uid State banks under the system herein 
proposed. 

XI. 

Circulating notes issued by a banking 
corporation, duly organized under the 
laws of any State, and which transacts 
no otlier than a banking business, shall 
be exempt from taxation under the laws 
of the Tnited States, when it is shown 
to the satisfaction of the Secretary of the 
Treasury and the Comptroller of the Cur- 
rency — 

(1) That such bank has at no time had 
outstanding its circulating notes in ex- 
cess of seventy- live ])er centum of its 
paid-up and unimpaired capital.- 

(2) That Its stockholders are individu- 
ally liable for the redemption of its cir- 
culating notes to the full ext«ut of their 
ownership of stock. 

(3) That the circulating notes consti- 
tute by law a first lien upon all the 
assets of the bank. 

(4) That the bank has at all times 
kept a guarantee fund in United States 
legal-tender notes, including Treasury 
notes of 18jX), e<|ual to thirty per centum 
of its outstanding circulating notes; and 

(5) That it has promptly redeemed ita 
notes on demand at its principal office, or 
at one or more of its branch offices, if it 
has branches. 

XII. 

The Secretary of the Treasury may, 
under proper rules and regulations to bo 
established by him, permit State banks 
to procure and use in the preparation of 
their notes the distinctive paper used in 
printing United States securities; but no 
State bank shall print or engrave its 
notes in similitude of a United States 
ii«te,orcertificatejOrn^^^l,anknote. 
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STATEMENT OF ME. HORACE WHITE. 

Mr. EIORAOE White, of New York, proceeded to address the com- 
mittee. He said : 

After I had the honor of an invitation to appear before the committee 
last Sunday I put my views on the subject of the Baltimore plan in 
writing, and I will take the liberty of reading them to you. 1 will 
remark beforehand that the paper is only twenty-five minutes long, 
BO that nobody need be dismayed at its possible length. 

Mr. Walker. I desire to ask Mr. W^hite whether he has, in form, 
the draft of any bill which he approves, whether it includes the Balti- 
more plan or not. If he has I wish he would hand a copy of it to the 
committee. 

I understand that Mr. White, or some other member of the Baltimore 
convention committee, has formulated a bill including the Baltimore 
plan. If so, I should like to have copies of it presented now so that 
we may use it in oar questions. 

The Chairman. Mr. White can state how that is. 

Mr. White. I have drawn a bill which embodies my ideas of the 
Baltimore plan, but it has not been adopted by the Baltimore com- 
mittee, which consists of eight or ten gentlemen living in different parts 
of the country, and if I were to submit it now it would be only a i^res- 
entation of my own views. 

Mr. Walker. 1 would like to have it. It may include the Baltimore 
plan or it may not, but it is Mr. White's views put into a bill. 

Mr. White. There are two other members of the Baltimore commit- 
tee here now, and I should like to act in cooi)eration with them in a 
matter of this kind. 

The Chairman. Mr. White may hand in his plan and it will be 
printed in the proceedings of the committee. 

Mr. Waltosr. Do we not want to see the plan while Mr. White is 
here! 

The Chairman. Mr. White says that he desires to consult with his 
associates. 

Mr. White. I will consult with them immediately after I get through 
with my remarks; and we shall save time in that way. Gentlemen, 
the Baltimore plan deals with only one part of the banking business — 
that of issuing circulating notes. It is often said that the issuing of 
notes is not a necessary function of a bank. It is true that a bank may 
fexist without it, but a banking system without note issues comes far 
short of rendering to the community all the service that it is capable of. 

As money is an instrument of exchange, a bank is a machine of 
exchange. It consists of a guarantee fund called capital stock, and of 
the earnings of the community called deposits, which, together, form 
a body of assets. These assets are kept in a liquid state, or state of 
solvency, so that anybody having a claim against the bank can at any 
time draw it out in the form of money or realize it in the form of goods 
by giving his check. The condition that a bank must be in so that its 
assets shall always be '* solvent" is determined by experience. Three 
banks still existing were started before the Federal Constitution was 
adopted. From that time to this the banks and the people have 
been learning by experience what things promote solven(*y and what 
things imperil it. The science of banking consists of all the means 
devised to preserve and maintain solvency. These are to be found in 
the history of banking and in the laws regulating it, wliich have been 
passed, amended, or repealed from time to time. 
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At common law any man may issue his promissory notes and circu- 
late them as money if people are willing to take tlieni. But this is like 
the right to make or keep gunpowder or to sell liquor. It is the para- 
mount right and duty of the State to i)rovide for the safety of the com- 
munity. Hence it may prescribe the regulations under which circula- 
ting notes shall be issued, or gunpowder be stored, or liquor be sold. It 
is not bound to give equal privileges to all persons to exercise these 
functions. It may authorize one bank of issue, or one powder mill, and 
no more. 

The evolution of banking in Massachusetts is one of the most inter- 
esting chapters in the history of the science. Little by little, from gen- 
eration to generation, the stones were laid of the edifice which is kno^^ii 
as the Suffolk system. 

The wit of man from the earliest ages has been engaged (for tbe most 
part unconsciously) in linding means to exchange goods and services 
with the least expenditure of labor and capital. Since the jmrious 
metals are capital, and since the moving of them hither and thither 
requires labor, the system which reduces the use of them to the lowest 
terms consistent with safety is the best system. Under the Suffolk 
system anybody of good character who was engaged in a legitimate 
business could exchange his i)roniissory note, running sixty or ninety 
days, for the notes of a bank payable on demand, and these notes would 
pay the wages of his eniph>yees or they would buy the raw materials ot 
his trade anywhere in the United States or Canada. The notes were 
redeemed by the Suffolk i>ank in Boston from day to day as fast as the 
course of trade took them thither, llow were tiiey redeemed f They 
were redeemed by the bills receivable of the issuing bank. The man 
who gave his sixty or ninety day note had by this time sold his i)rod- 
ucts or had received payment for a pievicms lot in a draft on Boston 
and had i)aid his note with the draft, and the bank was thus enabled 
to keei) its balance good at the Suffolk. There was no limit to the work 
that the system would do. All years and all seasons were alike to it. 

The Sutfolk Bank was a clearing house for country bank notes. Its 
managers urigiiuilly conceived that a j)rofit could l.e made by ]>ersuad- 
ing countyy banks to dei>osit money with it lor redeeming their notes 
at par in Boston. As the corj.try banksdid not see any proUt to them- 
selves in such an arrangement they refused. Then the Suffolk began 
to ^end their notes home lor iedemj)tion. It secured the cooperation of 
tive (»t]ur Boston banks. The country baidvS had hitherto monopolized 
the lield ofcircuhition even in Hoston. Their notes being at a discount 
moie or less according to the <listance and dilliculty of reaching their 
phK'C of issue, and not being received on dej)osit at par by the Boston 
bai.ks, they would be ])aid ont by every Ixdy for puichases and thus 
kept in circulation. The Boston notes, on the other hand, would be 
promi)tly retniiied to .he issuing banks as deposits or in payment of 
debts due to tiieni. 

The six banks, headed by the Suffolk, soon began to make it hot for 
their country cimsins by ince. >ant calls for specie. The latter made a 
gieat outcry. They called the Sullblk syndicate '*The six-tailed 
Bashaw " and other <'])i»robrious names, but the run ecmtinued remorse- 
lessly until they bc^an to come in and make the depovsits required for 
a r4'deini>tion land. >Vhen they had on<'e done so they found their 
credit so much improved that their nc-tes had a wider circulaticm than 
ever and wonld stay out hnjger than bel'oie, because their circulation 
had a greater range. At the tinu^ when the Suffolk system was at its 
best 1 lived in Chicago. The notes of ^iassachusetts banks were in 
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great request there. They were considered the best ciuTen<*y goiug 
aud they bore a preiuiuiii over the notesof Illiuois aud Wiseou sin banks. 

The iSuli'olk system of redemption was not made (.•onii)ulsory by law. 
It was voluntary, I ke the clearinij^ house system in ji^eneral. It sub- 
jected the goodness of all bank notes in the ran^e of it:* intlueace to a 
daily test. All the banks in the system were waslied every day. This 
wiis very good for their health, but daily washing does not always pre- 
vent disease. A bank might become rotten while keeping up its 
redemption fund at the Suftblk, just as a bank may now become gradu- 
ally unsound while maintaining its position at the clearing hoiise. 
Nevertheless, the Massachusetts system, taken altogether, realized the 
ideal of bank-note issues, in the sense of supplying machinery for- 
swapping the goods and products of the country with the least 
expenditure of labor and capital. 

Notwithstanding its abounding merits and great success, New York 
has exercised a wider intiuence on banking than Massachusetts or any 
other State. This has been due to two essentially different and evea 
contradictory methods of note issues, known as the safety fund system 
and the free-banking system. Tlio former began in 1829 and contin- 
ued till about 1860. The latter began in 18:38 and still survives in the 
national banking act. The main question now before the country is. 
Which of the two shall prevail hereafter! Both systems aim to secure 
note holders, and both are adequate to that end. The question that 
ought to engage attention is, which one corresponds most nearly in 
other respects the ideal of banking which was so nearly realized iu 
Massachusetts! That is to say, which <me best an>wersthe purpose 
of a machine for swapping goods and services with ease and regular- 
ity aud with the minimum of expense? 

The safety-fund system was the invention of Josiah Forman, of 
Onondaga (bounty, N. Y., who, in presenting it to Martin Van Buren, 
governor of the State, said that he had taken the idc^a from the orgiuiiza- 
tion known as the Hong merchants of Canton, China, all of whom were 
liable for the debts of ea(*h, and who had attained an incomparable 
credit by that means, no such tiling as the failure of a Hong merchant 
being known. He did not propose, however, that all the banks should 
be liable for the debts of each, but merely that they should all con- 
tribute something to a common fund to provide for the redenijition of 
the, notes of failed banks. The contribution to the fund was to be one- 
half of 1 per cent annually on the capital of the i)avticipating banks 
until 3 per cent should be accumulated. 

The plan was adopted, but by a mistake in the framing of the law 
the safety fund was not limited to the redemption of the circulating 
Botes^ but was made applicable to all the debts of the failed banks. 
This ac<'idental error led to mischievous consequences and brought the 
system into disrepute. Elderly bankers, who were in business while 
the safety fund was in vogue, have assured me that the system was a 
total failure, but when I have asked them for particulars they could 
not give any. They only spoke from general recollection that the fund 
was inadequate to meet the claims made upon it. That is tnus but it 
means not that the annual contribution of one half of 1 ])er cent was 
insufficient to redeem all the notes of failed banks, but that it was insuffi- 
cient to pay all the dejiositors as well. The fact is that it would h^ive 
been sufficient to ]>ay the notes of all the failed banks during the time 
the system lasted, with a considerable surplus over, if it had not been 
diverted to other uses. 

Another mistake in the safety-fund law was that it did not i>rovide 
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that the notes should be registered and countersigned by any public 
officer. The result of this omission was that there were over issues of 
notes, so that $700,000 of fraudulent ones came ui>on the fund and were 
redeemed out of it. Both of these mistakes were rectified by subse- 
quent legislation, but not until the system had been subjected to a 
severe strain and to unmerited obloquy. The upshot o! the whole 
matter is that the safety fund principle, apart from such infantile dis- 
orders, was a giand success, and although it was buried thirty years 
ago, at the place of its birth, is alive and in hi<rh esteem in a neighbor- 
ing country, and is now showing signs of revival at home. Tiie s^^stem 
was adopted in Canada in 1890 in order to secure the jirompt redemp- 
tion of the notes of failed banks, i. e., to avoid a discount on the notes 
of such bunks pending liquidation. 

Under the Canadian system the circulating notes are the first lien 
on the assets, and it is believed that the assets will always suffice to 
redeem the notes, but the delay in converting tiiem into cash, prior to 
the establishment of the safety fund, had led to a temporary discount 
on such notes. There is now in the Canadian bank circulation redemp- 
tion fund $1,8(K),000, and it is believed to b^ sufficient to meet all 
casualties of this kind. Under the Canadian law the (lovernment is 
not responsible for the notes of failed banks, but such notes draw 
interest at per cent. The maximum amcumt of the fund is 5 per cent 
of tiie outstau<ling circulation of all the Canadian banks, and it nnist 
be kept up to this maxinnim, the minister of finance having power to 
call on the banks for additional contiibutions, when necessary, not 
exceeiling I per cent in any year. When the assets of failed banks are 
X)aid in, however, refunds may be made to the contributing banks of 
the excess over 5 per cent. 

Under the New York safety-fund system all the capital of the banks 
was ap))licable to the banking business strictly. This raises the ques- 
tion. What is the banking business! It is the business of working a 
machine of exchange, and thus dispensing with the use of the precious 
metals, as far as possible, substituting credit therefor. Bank credit is 
a general belief that what a bank promises to do it is able to do. When 
this belief becomes fixed, it is a great advantage all around to dispense 
with the use of the precii»us metals as media of exchange, and to keep on 
hand only sufficient to serve as a touchstone of the paper instruments; 
in other words, to keep the standard of value at hand merely for pur- 
poses of com]>arison. How much gold is recjuired for this purpose? 
That is a question to be answered by experience in difl'erent cities, States, 
and nations. 1 would not undertake to say how much is required in 
Kew York, or in Chicago, or in the United States as a whole, but I 
should say that we need a less percent<«ge than the countries of Europe, 
bei'jnise we are not exiwsed to the alarms of war, which are very disturb- 
ing to credit. 

I said that under the New York safety -fund system all the capital of 
the banks was applicable strictly to the banking business, it was not 
so under the free-banking system. That system had its origin in a polit- 
ical upheaval whicjt began in lS;i5. Trior to this time the history of 
banking in New York had been largely a narrative of bribery, corrup- 
tion, and favoritism in the granting of bank charters. You will find 
all the details in Hammond's Ilistcn-y of l*olitical Parties in that State. 
I should like to give you some of them now, but it would take too much 
time. The long and short of it is, that there was a revolt in the Demo- 
cratic party against these abuses, just as there was a revolt against 
Tammany Hall the other day. The revolt of 1835 was also against Tam- 
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many, aud the seceders were called Locofocos. Tbey are now called 
**Anti-8nappers." 

The Locoioeos began by fighting against bank corruption and mo- 
nopoly. As they progressed and gained strength, they enlarged their 
plan of i!anipaign aud attempted to reform the earth, and I honor them 
for it. They set the ball rolling for free trade, and whatever measure 
of success that doctrine gained in tlie North before the war was due 
chiefly to their impulse. They unhorsed the Democratic party in New 
York City, and although they did not get into the saddle themselves 
they produced so much alarm that the party took up the subject of bank 
reform seriously and passed a law to make banking free to everybody. 
In fact they rather overdid their job, for they allowed individuals as 
well as banks to issue circulating notes, and that law stands on the 
statute book of New York to-day. 

Now, bear in mind that the uppermost thought of the people in 1838 
was not good banking but equal rights, and the wit of the legislature 
was exercised in devising a system whicli should meet apolitical rather 
than a financial exigency. The plan adopted was brought forward by 
]Mr. Abijah Mann. It provided that circulating notes might be deliv- 
ered by certain State officers to banks or individuals who should deposit 
with said officers certain securities, worth at the time of deposit some- 
thing more than the i)ar value of the notes. The system thus inaugu- 
rated had a checkered career, which it would take too much time to 
narrate. It harmonized so nicely with tlie American idea of equal 
rights and " a fair chance for everybody" that it spread like wildfire, 
and its ett'ects in that part of the country where the chairman of this 
committee and myself lived in our younger days were very much like 
those of wildfire. They taught me the lesson that in securing equal 
rights in banking it is necessary to give some attention to the prin- 
ciples of banking. These were for the most part overlooked in the 
New York law, and they were wholly overlooked in the Illinois, Indi- 
ana, and Wisconsin imitations of it. 

The principle of credit, which is the vital principle of banking, was 
expunged from bank-note issues. What was substitutetl for it! Sim- 
ply this: That if a bank would drop a dollar and ten cents into a slot, 
a dollar would drop out, which the bank could then lend to its cus- 
tomers. In other words, the bank's usefulness was paralyzed, on its 
uote issuing side, at the start. But, you say, security for the note 
holder was gained in this way. Not exactly. Your chairman and I, 
who saw the notes of the free banks of Illinois sold at a discount of 60 
per cent, and hardly any of them at a less discount than 10 i)er cent, 
know better than that. 

The testimony of Azariah Flagg, comptroller of New York, shows 
that the safety-fund system, with its little tax of one-half per cent per 
annum, furnished as much protection to noteholders as did the 110 per 
cent of deposited security under the free-banking system. Why was 
this! Simply because under the former system the bank had the 110 
cents in its own vaults, i. e., employed in the discount of commercial 
paper, instead of being lodged in the State treasurer's vaults at Albany. 
The true fund for the rederoption of (circulating notes is the sum total 
of the liquid assets of the bank, including its bills receivable. It is 
the same fund exactly as that out of which it pays the checks drawn 
upon it from day to day. 

The Baltimore plan provides for a guarantee fund of the same per- 
centage as under the Canadian law, and it makes the circulating notes 
a first lien on the assets of the bjink. There is an outcry against this 
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last feature from some people, who say that the poor depositors will suf- 
fer. But what is the condition of the ])oor depositors tiow? Are not 
the notes a first lien on the assets? Are not the security bonds a part 
of the assets? Can any depositor ^ret any ])art of tliis fund until the 
notes are paid in fullf And, 8Uj)posino: that tlie bonds should ever fall 
short of i)nying the notes, could the depositor g<»t any i)art of the 
remaining assets until the par value of the notes was deducted? Of 
course not. This outcry about tlie jmor dei)ositors is huulest in Boston, 
and it comes from persons who are probably not aware that the huv of 
Massa(diusetts now, and from the earliest times, has made circulating 
notes a first lien on tlie assets of banks. This law was reenacted by 
Massachusetts in her last revision, that of ISSO. I venture to say that 
if the 10 per cent tax on State-bank notes were repealed, Massachusetts 
would cling to this provision more tenaciously than ever, as she ought 
to. The same provision exists in the State (H)nstitution of Xew York. 

[ see no objection to the repeal of the 10 ])er cent tax on State-bank 
notes, provided the State banks comply with all the requirements of 
the national banking law, and provided the means of enforcing these 
requirements are lodged with the Comptroller of the (^irrency. But a 
mere power of observation, without the power of enforcement, 1 slnmld 
consider unwise, unsafe, and sure to cause embarrassment and to end 
in disaster. 

The Baltimore plan contemplates that the (Tovernment shall continue, 
as now, responsible for the redemption of baid^ notes. I coh-iidi^r this 
very desirable, although not indispensable. It is a provision in the 
interest of the public, not of the banks. The redemption clause of the 
present law was prompted by bitter experience of the losses iticnrred by 
delay in the redemption of fiiiled-bank notes, even in cases where the 
security bonds were good and where redemption at par was reasonably 
certain. Of course the G-overnment takes care that it s'.iall lose nothing 
by the operation, ft has the security bonds and the ."i ])er cent redemp- 
tion fund in its hands, in addition to which it holds a first lien on the 
assets and on the shareholder's liability to recoup itself for any possible 
deficiency. 

The redemption clause applies only to failed bank notes. It is no 
advantage to a failed bank to h ive the (TOvernment redeem its notes 
and then reiM)up itself out of the bank's property. The oidy benelici- 
aries of the provision are the people of the United States, since all of 
them are holders, more or less, of the national-bank currency. It 
may be said that the redemption clause is an ailvantage to the banks, 
because it gives a wider ami more lasting credit to their notes than 
they would otherwise enjoy. This is true, but this, too, is for the 
public advantage. It is an inestimable advantage that the public are 
not put to nny trouble in deciding whether a bank note is good or bad. 
The whole raison (Tvtre of a good banking system is a high state of 
credit — the higher the better. If this credit is promoted by (rovern- 
ment redemi)tion of the notes and without pecuniary loss tt) tlie dov- 
ernment that fact constitutes its snfficient jUvStificiUion. 

The Baltimore plan simply takes the law as it finds it. It adds 
nothing to it in this res])ect. It makes a change in the manner of reim- 
bursing the Government for the redemption of failed notes. The only 
question is whether the suggested change ])uts the Government to any 
greater risk. This is a question of mathematics. It is to be answered 
by the tables of biydi mortality in the past thirty-one years. 

It has been said that there is no more reason why the Government 
should guarantee the notes of a bank than those of a merchant, a manu- 
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facturer, or a tanner. This would be true if the notes of the merehant, 
the mauufai;turer, and the farmer were allowed to circulate as money, 
bttt not otherwise. 

The analogy fails because the latter do not pass from hand to hand, 
all over the country, with the ex])ress authority of the Government. 
The rifjht to issue circuhitinp^ notes has generally been under ;jovern- 
mental control, and ou^ht always to be so. It is a corollary from this 
proposition that the Government oug:ht not to allow anything to circu- 
late which is bad or doubtful. The steps wliieh the (Government takes 
to insure the goodness of the circulating medium are strictly in the 
public interest, <and not in any private c'lnd corporate interest. To prove 
this it is only necessary to ask what would be the condition of affairs 
if it took no such stei)s. The history of the first half century of the 
Republic is full of mournful examples of unregulated or half- regulated 
banking. 

It may be said that the Government ought to reap the profit of the 
paper circulating medium. Conceding this to be true, the question 
remains, how can this i)r()llt be best secured f Experience has shown ' 
that Government profits are best obtained by means of a tax, not by 
entering into business competition with citizens. There is no objection 
to a tax on bank notes for purposes of revenue purely. We have 
always had such a tax. Nobody would desire to impose an excessive 
tax. It would be absurd to create a new system and kill it by the same 
act. It is submitted that all the advantages in the way of revenue that 
can be gained by Government issues can be gained equally by taxi))g 
bank notes, while the disadvantages under which we now labor will 
be avoided. The di^^ad vantages are found mainly in the inflexibility 
of Government issues. These are a fixed sum. We can not make it 
^eatf»r without paving the way to indefinite expansion, dei)endent 
ax>on political majorities solely. 

Moreover, the existence of Government issues has thrown upon the 
Treasury the ungrateful task of maintaining the ultimate gold reserve 
of the country, and it has taught the people to look to the (government 
for relief in every case of monetary stringency. These evils are insep- 
arable from (Tovernment note issues, and they are certain to increase as 
time goes on, since there will soon be nobody on the stage of action 
who has known any other system. 

The retirement of the legal-tender notes was not iiu^luded in the Bal- 
timore plan. It was probably d<'emed best not to ask for too many 
things at once, but I am decidedly in favor of their retirement. When 
I say retirement, I mean cancellation and extinction, not tempf)rary 
withdrawal. 

Of course, cancellation implies either surplus revenue or funding into 
b4>nds; that is to say, it must be possible to meet the public expenses 
without paying out the legal tenders as they come in for taxes, or there 
must be authority to fund them as the floating debt of a railroad com- 
pany is funded. I should prefer the latter course, because it is the 
most certain and expeditious. 1 do not i)erceive the wisdcmi of hiding 
them away for a longer or shorter time, and thus giving occasion for a 
demand to pull them out of their hiding i)l{ices and put them in circu- 
lation again. My reason for desiring the extinction of the legal tender 
notes is that they are a constant menace to business interests. 

Business men are in a chronic state of alarm lest the (tovernment 
should not beable to redeem them in gold, or lest a political party should 
come into power on a platform of not redeeming them at all. You can 
not have any real business stability while such apprehensions exist. 
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Moreover, the greenbacks teach people to believe lies. They create the 
belief that the Government can make money, than which a more damag- 
ing lie never gained lodgment in the human brain. They have kept 
political parties in hot water for thirty years and have obstructed the 
pathway for all other reforms. They are an obstacle to the national 
progress, and ought to be put out of their misery without further delay. 

I thank you, gentlemen, for your kind attention. Now, if any 
gentlemen wishes to ask me any questions, I will answer them if I can. 

Mr. Walker. I ask again that copies of jMr. White's bill be distrib- 
uted if Mr. White has them. 

TheCiiAiEMAN (to Mr. Wliite). When would it suit your convenience 
to submit the bill whi(rh you have prei>ared ? 

Mr. White. Probably now, if Mr. Hepburn and ^Ir. Homer agree. 

Mr. Homer (a member of the Baltimore committee). I would like to 
state, in explanatiou of this matter, that at the meeting of the American 
bankers' convention, at which the Baltimore plan was acted uiK)n, a 
committee was appointed for the purpose of having prepared a bill 
carrying with it the underlying principles of the Baltimore plan. The 
activity of this committee (the committee on banking and currency), 
and of the country, generally, on the question of currency, was, 1 must 
confess, rather a surprise to us, and it has caught us in the position of 
not being prepared, today, to present to you a bill in such form, and 
embodying those principles, properly worked out, such as the entire 
committee would like to submit. We are engaged in the preparation 
of such a bill. 

I can see no objection to Mr. White's handing in to you now the 
measure which he has taken the pains to prepare. What my own 
judgment would be, that, with the existing multiplicity of bills and 
ideas on this subject, those bills that carry out only in part the general 
Baltimore plan and the indorsed idea of the entire committee appointed 
by the American Bankers' Association, might only add to the existing 
confusion. I have not the remotest objection to the scrutiny of Mr. 
W^hite's bill, but it will be handed in by him as his individual bill, and 
not as the bill of the American Bankers' Association. 

Mr. White. That is all right. 

The Chairman. The chair is of opinion that the members of the Bal- 
timore committee having the matter in charge should submit their 
formulated plan in their own way. There is plenty of time. Mr. White 
can submit the formulated plan at any time. 

Mr. White (handing several copies of his bill to members of the 
committee). I submit this as an embodiment of my individual views. 

Mr. White's bill is as follows: 

A BILL to amend the National Bank Act. 

SRCTir»v 1. From and iifter the passa'^e of this Act, no blinking assooiatiou shall 
beroquired to deposit with the Treasurer of the United States any United States 
bonds, either as preliminary to the commenciMuent of the banking business, or for 
the security of cir<'ulatin.!; notes to l>e hereafter issued. 

Sec. 2. In lieu of the deposit of bonds as semrity for circulating notes hereafter 
to be issued, each national banking association shall be entitled to receive circn- 
lating notes from the Comptroller to the amount of fifty per o«ntum of its paid-up 
unimpaire*! capital, as determined by the Comptndler of the Currency, upon paying 
to the Tre.isurerof the United States lawful money to the amount of two per centum 
of sucb ciroulating notes and thereafter a tax at the rate of one-half of one per centam 
])er annum upon the average amount of its circulation outstanding for the year, 
■which tax shall be additional to all other taxes whatsoever on bank notes. Said tax 
shall be collected in the month of January. The said two per centum and the pro- 
ceeds of said tax shall constitute a guarantee fund for the redem])tion of the notes 
of insolvent national banks, and the tax shall be collected until the fund amounts 
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to not less than five per centum of the entire circulation issued under the provisions 
of this act. This fund shall he in addition to the five per ceut redemption fund 
now provided by law. No association or individual shall have any claim upon any 
part of the money in said i^uarantee fund, except for the redemption of the circu- 
lating notes of any insolvent national banking association. Any surplus or residue 
of said gnarantee fund which may be hereafter ascertained or determined by law 
shall inure to the benetit of the United States. 9 

Skc. 3. In addition to the amount of circulating notes provided for in the fore- 
going section, each association shall be. entitled to receive from the Comptroller circu- 
ming notes' to the amount of twenty-live per centum of its i)aid-up unimpaired 
capital, upon paying to th<5 Treasurer of the United States lawful money to the 
amount of two per centum of such additional circulation and a tax of one-half of 
one per centum per annum upon the average amount of the same outstanding for the 
year, payable as provided in section two, and an additional tax at the rate of four 
per centum per annum upon the average amount of such additional circulation out- 
standing for the year, all of which sums shall be a part of tlie guarantee fund afore- 
said: Providedy howercr. That any excess in said guarantee fund over the live per 
centum aforesaid, resulting from the tax on said additional circulation, shall belong 
to the United States, 

Sec. 4. The average amount of circulation outstanding, upon which the tax herein 
provided for shall be imposed, shall be the average amount of notes issued to the 
association and not held by, or in possessitm of, itself; and the highest amount out- 
standing in any month shall be taken in coniptiting the average for the year. 

Sec. 5. When the guarantee fund shall be equal to five i)er centum of the entirocir- 
cnlation of all the banks outstanding, the collection of the tax of one-half of one per 
centum per annum shall be suspended, but the same shnll be resumed whenever the 
guarantee fund shall fall below five per centum, and it shall be continued until that 
amount is again accumulated. Said tax shall be collected in the manner now pro- 
vided by law for the collection of the tax on the circulating notes of national bank- 
ing a.ssociatif>ns. 

Skc. 6. Whenever the insolvency of any national-banking association shall be 
ascertained in the manner provided'by law, its outstanding circulating notes shall be 
redeemed by the Treasurer of the United States out of said guarantee fund, if the 
same shall be suflicient, and if not sufficient, then out of any money in the Treasury. 
As the proceeds of its assets, including the personal liabilities of shareholders, are 
paid into the Treasury by the receiver, in the manner now directed by law, before 
any dividend shall be paid to depositors or any other creditors of the bank, the 
ll^arantee fund shall receive a sum equal to the outstanding circulation of such 
msolvent national bank as far as the proceeds of such assets permit. And the 
Unite<l States shall be first paid out of said guarantee fund, when replenished, for 
all advances made in pursuance of this section. 

Sec. 7. Associations applying for circulation after the first payments into the 
guarantee fund shall have been made may receive circulating notes from the 
Comptroller of the Currency upon paying into said fund a sum bearing the ratio to 
the circulation applied for and allowed which the guarantee fund bears to the total 
circulation outstanding, and shall be subject toth«^ tax of one-half of one per centum 
per annum, as called for by the Treasurer of the United States for the creation and 
maintenance of this fund. 

Skc. 8. The annual report- of the Comptroller of the Currency to Congress shall 
embrace a statement showing the aggregate amount of money in the guarantee 
fund,t'Le payments made into it during the year, the payments made out of it 
during the year, and the amounts, if any, advanced by the United States for the 
redemption of the notes of insolvent banking associations and the repayment 
thereof. It shall be the duty of the Treasurer of the United States to furnish the 
Comptroller such information as he may request, in writing, from time to time, for 
the purpose of preparing said statement. 

Sec. 9. Whenever and so often as bank notes are issued to any association under 
the provisions of this act it shall be the duty of the Secretary of the Treasury to 
retire and cancel legal-tender United States notes and Treasury notes, to the amount 
of eighty per centum of the snurof bank notes so issued, as said legal-tender notes 
are received into the Treasury. And for this purpose he is authorized to use any 
surplus revenues from time to time in the Treasury not otherwise appropriated. If 
at any time the surplus revenues are not sufficient to enable the Secretary to carry 
ont the provisions of this section, he shall resume the cancellation as soon as nos- 
ftible and continue it until the sairl eighty per centum of United States notes shall 
have been extinguished. If at any time the amount of legal-tender notes in the 
Treasury shall not be sufficient to enable the Secretary to carry out the provisione 
of this act, he shall so report' to Congress, and shall resume the' cancellation in ths 
ratio aforesaid as soon as practicable. 

Sec. 10. Any association may retire its circulation, or any part thereof, at any 
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time npoii depositing with the Treasurer of the United States Inwffil mo..ey in 
amount eqnal to the anm desired to he withdrawn, and imniediateJy upon sucfa 
deposit all taxcH shall cease upon tlie circuhitiou so retii^'d. 

Sec. 11. In the event of the winding up of the husiness of an association by. 
reason of insolvency, or otherwise, tho Treasurer of the irnited States, with the 
concurrence of the Comptroller of the Currency, may, on the apjdic'ation of the 
directors, or of tlie li<|uidator, receiver, assignee, or otlier odieial, and upon heing 
satisHed ihat proj)er arraugements have been made for the payment of the notes of 
the hank and any tax due there(m, pay over to such directors, liquidator. re<eiver, 
assignee, or other proper official the amount at the credit of the hank in the live 
per centum redemption fund. 

Sec. 12. Section nine of the act of .Inly twelfth, eighteen hundred and eighty 
two, entitled *'An act to enable national hanking associations toexteud their corpo- 
rate existeui'e, and for other purposes *' is hereby repi*alc<l. A ny association heretofore 
organized, di-siring to withdraw its circulating notes, in whole or in part, may do 
so under the provisions of section four of the act of .June twentieth, eight^^en hun- 
dred and stjventy-four, entitled **An act fixing the amount of Tnited States notes, 
providing for a redistribution of national-baiik currency, and for other purposes;*' 
but the clause of section four of said last-mentioned act, which provides "that the 
amount of the bonds <m deposit for circulation shall not be reduced below fifty thou- 
sand dollars," is hereby repealed. 

Mr. Johnson, of Ohio (to Mr, White). Are you familiar with Secre- 
tary Carlisle's plan ? 

Mr. White. In a general way. I believe I have a copy of it in my 
pocket. 

Mr. Johnson, of Ohio. Under that plan, limiting the circulation by 
a deposit of legal-tender notes, is it not a practicable thing to have the 
issuing power absohitely monopolized by the present national banks — 
that is, if 822r>,00(),0()() of greenbacks are deposited for the pre^sent 
amount of their notes ? 

Mr. White. The greenbacks are put under a bushel, as I said. 

Mr. Johnson, of Ohio. Yes, ])ut under a bushel. This reserve of 
$225,000,000 or $250,000,000 could be hehl by the national banks with- 
out expense, so that new banks would be debarred from getting hold 
of legal-tender notes for the purpose of issuing circulation thereon. 
Could not the national banks thus, under the Secretary's plan, monop- 
olize without any exi)ense the issuing of national-bank currency — I 
mean the present banks with their present capital and present reserve 1 

Mr. White. I sui)pose that new bauks that desired to obtain cur- 
rency could get gold and dei)Osit it. 

Mr. Johnson, of Ohio. The Secretary's plan does not provide for a 
reserve in gold. 

Mr. White. But the new banks could bu}^ legal tender notes with 
gold. 

Mr. Johnson, of Ohio. But the old banks could absolutely refuse to 
dispose of their greenbacks. 

!Mr. White. That is hardly su])po8able. 

Mr. Johnson, of Oliio. My point was not whether it is likely, but 
whether it is not, in your judgn)ent, a possible thing for tlie present 
banks to get hold of all the greenbacks and prevent new banks from 
getting currency! • , 

Mr. White. I think it may be jihysically possible. 

Mr. Johnson, of Ohio. Do you believe that Mr. Carlisle's jdan would 
furnish a Hexible carren(*y — an elastic currency — so that there would 
be an incentive to enlarge the currency when business interests so 
required and to contract it when business interests so required? 

Mr, White. Xo, sir; emphatically I do not. His plan requires the 
dei>osit of 830 for every 875 of national-bank not-es. 

Mr. Johnson, of Ohio. The incentive to enlarge the circulation is 
there, but there is no incentive to reduce it. 
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Mr. White. My idea is that the lack of elasticity would result from 
the fact that a bank would be obliged to i)ut up ^M) every time that it 
issued $75 in bank notes. 1 do not think that there would be any 
elasticity in that way. As t<> the returning of the notes that is another 
question. 1 should say that the notes would return to the issuing banks 
when they were no longer needed. 

Mr. Johnson, of Ohio. But an elastic currency is one which will 
accommodate itself to the needs of business. 

Mr. White. A currency which will expaiid and contract, according 
to business requirements, is an elastic currency. 

3Ir. Johnson, of Ohio. You do not think that the Secretary's plan 
furnishes such an elastic currency? 

Mr. White. I do not. 

Mr. 8PERRY'. In what form of money does the Baltimore i)lan contem- 
plate the redemption of notes f 

Mr. White. In the same way as now. 

31r. Si'ERBY. In any legal-tender nioneyf 

Mr. White. Certainly, in any legal tender money. The Baltimore 
plan is not an attemi)t to meddle with the legal-tender laws. 

Mr. Sperry'. In your judgment, would it be best to have the redemp- 
tion required in coin? 

Mr. White. Not until tlie Government money is all retired. I am 
opposed to any scheme for creating a premium on gold while your legal- 
tender money exists. 

Mr. Si'EKRY. You think that the tendency of requiring coin redemp- 
tion of national bank notes would be to i)ut a premium on gold f 

Mr. White. Yes. The minute that the Government makes a distinc- 
tion between difl'eient khids of ujoney the public will do the same. 

Mr. 8PERRY. Would the notes issued under the Baltimore plan sup- 
ply the pla<*e of other paper money i 

Mr. White. Only to the extent that there is a demand for them, over 
the (iovernment issues. The (inverninent issues are forced issues, and 
when there is a demand for nmre than the Government issues, the banks, 
under the Baltimore plan, will supply it. 

Mr. Sperry. Do you think that there is a tendency for every bank 
to inflate its own bills? 

Mr. White. It could not do it; it never could. I have studied that 
matter up from the bottcmi, beginning with the history of the Govern- 
ment, and 1 am convinced that a bank has no power to intlate with its 
own notes if it redeems them in s])eeie. 

Mr. Speuky. You think, then, that the bills of all the natioiml banks 
would circulate under the Baltimore plan the same as now f 

Mr. White. Yes; unless you change the law. -The present law 
requires that all the banks receive the notes of every other bank. 

Mr. Sperry. Is that ])rovided for under the Baltimore plan? 

Mr. Wni'rE. The Baltimore j)lan does not disturb existing law in 
that particular. 

Mr. Sperry. It gives the legal-tendi^r cpiality to bank notes. 

Mr. White. It nnikes them receivable for jniblic dues, of course. 
They are not rec<'ivable for customs duties. 

Mr. Sperry. Supposing you took from the notes under the Baltimore 
plan thatquality of legal tender, so that every bank would be compelled 
to receive the notes of every otlier bank ? 

Mr. White. Then the notes would probably How in for redemption 
faster than they do now, and the banks would be put to more exi)ense 
in keeping their redemption fund full. 
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Mr. Sperry. You mean the redemption fund in Washington t 

Mr. Whitp:. Yes. 

Mr. Sperry. But the bills would circulate just as widely as they do 
now, wouUl they not! 

Mr. White. Yes, I think so; just as tlie Canadian bills do in their 
own country. The Canadian law requires that every bank shall have 
one redemption agency in every province of the Dominion. 

Mr. Sperby. If the banks were required to carry a coin reserve 
instead of a legal-tender reserve, would not the tendency be to drive 
the greenbacks into the country! 

Mr. White. I do not see why it should. The greenbacks are as 
good* as gold. 

Mr. Sperry. If the Baltimore plan should require the national-bank 
notes to be redeemed in coin the banks would be required to keep a 
coin reserve! 

Mr. White. Y>s. 

Mr. Sperry. But as they now redeem in greenbacks they are com- 
pelled to keep a greenback reserve f 

Mr. White. Yes. 

Mr. Spehry. If the national-bank currency were to be redeemed in 
coin would not the tendency of that be to drive greenbacks back into 
the Treasury! 

Mr. White. The Treasury is required to put them out again imme- 
diately. 

Mr. Sperry. But the banks would carry a coin reserve instead of a 
greenback reserve! 

Mr. White. Yes. 

Mr. Sperry. If the banks were to substitute coin as their reserve 
the $l(>5,Ooo.iKH) of greenbacks now held as a reserve would find their 
way back into the Treasury! 

Mr. W^HiTE. They can only find their way back there by being taken 
in for taxes, and then the (lovernment has got to spend them the next 
day for its expenses. I do not see the point of the inquiry. 

Mr. Sperry. The point of the iiicpiiry was, that the greenbacks are 
now used as a reserve fund, and my suggestion was whether or not 
under the Baltimore plan national bank notes would not take the place 
of the greenbacks as a circulating medium to a large extent, provided 
they were redeemable in coin instead of greenbacks! 

Mr. White. I do not think so, because silver certificates circulate 
everywhere, and they are not receivable for customs duties. There is a 
legal discrimination there, and yet the silver certificates go everywhere 
with perfect ease, so that 1 do not see why the greenbacks should not 
continue to do so. 

Mr. Walker. As I understand you, this bill which you have pre- 
sented to the committee is submitted as your individual suggestion, to 
be acted on by the banking committee. 

Mr. White. It is a bill which I drew up as embodying my ideas of 
the Baltimore plan. 

Mr. Walker. If that bill were ena(*ted into law would it, in your 
judgment, correct the financial and banking troubles of the country! 

Mr. W^HITE. 1 think it would have that tendency. 

Mr. Walker. It is not a question of tendencies, but I want to have 
your idea as to whether it would do so or not! 

Mr. White. I do not claim to be omniscient. 

Mr. Walker. 1 did not ask you to be omniscient, but I ask yoa 
whether it is your belief that it would do so! 
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Mr. White. Yes. 

Mr. Walker. It is your belief that this bill would correct the fiuan- 
cial troubles of the country! 

Mr. White. My belief is that it would create an elastic currency, but 
I do not undertake to say that it would cure all the ills of our financial 
system. I think it would tend to promote an elastic currency, and that 
is what the Baltimore plan aimed to do. 

Mr. Walker. Is that all tliat it aimed to do? 

Mr. White. I think so. 

Mr. Walker. Was that all the purpose of the bankers who met in 
Baltimore and formed the Baltimore plan — the purpose to create an 
elasticity of currency I 

Mr. White. That is my idea. 

Mr. Walker. Then it appears that the American bankers who met 
in Baltimore made no attempt to formulate any system which would 
correct the acknowledged evils of the financial system of this country! 

Mr. W^hite. Except to create an elastic currency. 

Mr. Cobb, of Alabama. Without abandoning the element of uni- 
formity and safety, of course! 

Mr. White. Yes. 

The chairman suggested that questions by members of the committee 
Bbould be made as pointed and. brief as possible, the object being, he 
said, to obtain the views of gentlemen addressing the committee and 
not the views of members of the committee. But this remark, he said, 
did not apply, of course, to Mr. Walker. 

Mr. Walker (to Mr. White). I suppose that paper money, in order 
to be good money, must have the implicit confidence of the banking and 
commercial classes of the country, and the confidence of the people of 
the country and of the world that it shall be redeemed in coin! 

Mr. White. Yes; that is my idea. 

Mr. Walker. And the trouble to-day is that that is not the view 
entertained of our i)aper money! 

Mr. White. I said in my discourse that the business community was 
under the apprehension that the time might come when the Govern- 
ment would not be able to redeem its pajier money in coin. 

Mr. Walker. And that is the feeling to-day! 

Mr. White. Yes; I think it is the feeling in this country and 
abroad — more especially abroad. 

Mr. Walker. Are you not absolutely of opinion that nothing can 
give this country a sound financial system that does not practically 
retire the greenbacks! 

Mr. White. Yes, sir; thoroughly. 

Mr. Walker. Does your bill demand that! 

Mr. White. Yes. 

Mr. Walker. Point out the section. 

Mr. White (reading). *< Whenever, and as often as, bank notes are 
issued, it shall be the duty of the Secretary of the Treasuiy to retire 
and cancel legal-tender United States notes and Treasury notes to the 
amount of 80 per cent." That is copied from the resumption act of 
1875. 

Mr. Walker. How is he going to do it! 

Mr. White. I will go on and read. (Reading.) " For that purpose 
lie is authorized to use any surplus from time to time, • • * and 
if, at any time, the amount of legal-tender notes in the Treasury is not 
sufficient to enable the Secretary to carry out this act he is to report to 
Congress and to resume the cancellation as soon as possible." 
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Mr. Waxker. That proposition is based, of course, on the existing 
ooudition of tbe revenue laws and of the Treasury f 

Mr. WuiTE. Yes. 

Mr. Walkjck. And when we are having: a deficiency every month oi 
several millions of dollars! There is no immediate relief proposed in 
your bill ! 

Mr. White. No, there is not. 

Mr. Walker. Then it is not complete for that reason. That is to 
sa3', there is no i)ractical provision in your bill for the retirement of 
greenbacks and Treasury notes ! 

Mr. WuiTE. No. I said in my discourse that I wa« in favor of having 
the greenbacks funded into bonds. 1 did not i)ut that into the bill 
because 1 thought it quite improbable that any political party would 
agree to it at the ])resent time. 

Mr. Walker. If no political party would agree to it, no political 
party will agree to take any substantial and ellective steps to correct 
the existing evils of the currency. 

Mr. White. 1 am not so certain as to that. I think that if a bill were 
before the public to redeem j;r(;enbacks out of the revenues the i)ublic 
would be more likely to swallow that bill than one for issuing bonds. 

^Ir. Walkku. Is not the exigen<'y such that when this committee 
met, and when your banking association met, tlie whole country rose 
and said they wanted the matter corrected at oncef 

JMr. White. Tlie emergency is no greater now than it has been for 
sixteen years past, but i)ublic opinion is more pressing. 

Mr. Walker. J)o you not tliink that the exigency is greater than it 
has been, and that this matter is culminating^ 

Mr. White. No, sir; 1 thiiik that the exigency culminated by reason 
of your revenues being less than your expenditures. 1 think that that 
is what brought the misery on the Treasury. 

Mr. AValkeu. If there is no immediate jnospect of, and if your bill 
docs not provide for, immedijite work in correcting this evil by retiring, 
practiiMlIy, greenlnicks and Treasury notes, do you not think that the 
bill wliich >h()uld be i)assed by tliis Congress ouglit to make it for the 
interest of the banks to assume the current re(Iemj)tion of the green 
backs and Treasury notes until such time as they can be retired? 

]Mr. White. If you couhl make it for the interest of the banks to do 
it 1 suppose it would be desirable. 

;Mr. Wai kku. If a plan could be reduced to law by which the banks 
could make more money tlian tliey do now in issuing currency notes, and 
also in assuming the current redemption of the greenbacks, is it your 
opinion that that plan ought to be adopted, and adopted at once! 

Mr. Whitj:. 1 do not know what currency notes are. 

iVlr. Walkeu. Do y(m know what bank notes are? 

!Mr. White. Yes; but you use two phrases, currency notes and bank 
notes, and that makes a distinction between them. 

3Ir. AValker. My point is this: If a sy^^tem could be devised under 
which the banks could nmke more money in issuing bank-note currency 
(promissory notes), ])lus their assuming the current redemption of 
gieenba<'ks and the Treasury notes, do you not think that that plan 
ought to be adopted by Congress, if it is [uacticable and can be done? 

Mr. White. 1 would have to ask you what is meant by the banks 
redeeming greenbacks. 

Mr. Walker. 1 have not asked you that question. 

jNlr. White. You spoke of the banks assuming the redemption of 
greeidjacks. 
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Mr. Walker. Yes; I mean if the banks conld be induced to pay 
them in coin as they do a bank note. That is what I understand by 
current redemption. If it could be made to the interest of the banks 
BO that they could issue notes against their own assets, and at the same 
time redeem all tne existing Treasury notes and legal-tender notes — if 
that could be done, and if it could be made more profitable for the banks 
to do that than it is under the present system, do you not think that 
Congress should adopt that policy nowt 

Mr. White. IN^ot unless the greenbacks are to be canceled. If they 
are to be paid out again every day I would not be in favor of it. 

Mr. Walker. My idea is that greenbacks are canceled every time 
that they are redeemed in coin. 

Mr. White. I do not understand cancellation to be redeeming a note 
to-day and paying it out to-morrow. 

Mr. Walker. When a bank note is paid into a bank and redeemed 
in coin the practical effect of that is the same as if that bank note were 
bullied up and another bank note issued in its plac^e. 

Mr. White. Yes; I understand that; the bank not being responsible. 

Mr. Walker. But my idea is that the bank should be responsible, 
and that the greenbacks and Treasury notes which constitute the 
reserve of the banks should be marked for each bank. 

Mr. White. That would make such a complicated plan that I would 
not undertake to give an off hand opinion about it. 
' Mr. Walker. Is it complicated if a bank takes from the Government 
$50,000 in bank notes, which it itself must redeem (precisely as it 
redeems them now), and at the same time is obliged to deposit $50,000 
iu lawful money, and it is stamped on the back of these notes with red 
ink that the bank agrees to redeem those bills so marked f That is 
very simple and very practical, and these notes are just as easily iden- 
tified as the notes of the bank. Now, if it were made to the interest of 
the banks, so that the banks would make more money by disposing of 
all the greenbacks and Treasury notes, would you not think it advisable? 

Mr. White. No; I would not. 

The Chairman. The chair requests that members will confine their 
questions as far as possible to the matter immediately before the 
committee. 

Mr. Walker. As that is a criticism on my questions 

The Chairman. Not at all. 

Mr. Walker. My point was to show the defects of the Baltimore 
plan and the excellences of it. 

Mr. Hall (to Mr. White). I understood you to make the statement 
that under the i)lan suggested by the Secretary of the Treasury there 
was no elasticity of the currency provided for. 

Mr. White. I did not say quite that. I said that 1 thought that a 
requirement to put $30 of greenbacks under a bushel every time that 
$75 of notes are issued was not consistent with elasticity. I say it 
would be more elastic than it would be to require $114 to be put up 
for every $100 taken out. It would be more elastic by the diflei-ence 
between $30 and $114. That is all that I meant to say. 

Mr. Hall. The provisions in the Baltimore plan look to the issue 
of circulating notes to the amount of 50 per cent of the paid-up and 
iinim]>aired stock of a bank. The plan advocated by the Secretary of 
the Treasury provides for the issue of bank notes not to exceed 75 per 
cent of the capital stock of a bank, and requires a deposit of 30 per 
cent in greenbacks or in the Treasury notes of 1890. What is tne 
difference between these two plans on the point of elasticity. 
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Mr. White. Justtbis: A bank is disabled to the amount of $30 which 
it put up for exercising the right of issuing notes to the amount of 
$75. 

Mr. Hall. You take the position that it is very important, on account 
of the gold being drained out of the Treasury by the bucket chain pro- 
cess now going on, to get the greenbacks where they can no longer 
be drained out of the Treasury. Under the Baltimore plan, as set forth 
in the circular issued from Baltimore, is there any way to stop that 
flow from the Treasury t 

Mr. White. No, sir; there is not. 

Mr. Hall. Is it not better, in the present condition of things, ta 
adopt the plan of the Secretary which, as you express it, puts the green- 
backs under a bushel — covers up3()percent of them — ^and prevents them 
from being used as a drain on the Treasury for its goldf 

Mr. White. I ought to have stated perhaps (and my idea. of the 
drain on the Treasury is this) that it is caused by a deficiency of revenue 
and not by the redemption and re-redemption of greenbacks, because 
that system has been going on for sixteen years and we never found 
any difficulty about it until the revenues of the Government fell below 
its expenditures. 

Mr. Hall. I understood you to say that so long as the greenbacks 
were outstanding they were a menace, and tended to impair the public 
credit! 

Mr. White. Tes; by acting on the imaginations of men; not otherr 
wise. 

Mr. Hall. Would it not be well to put that menace under a bushel 
instead of leaving it, as you do in the Baltimore plan, out in the public 
gazef 

Mr. White, Of the two methods I should prefer that most which 
would produce a surplus in the Treasury. That would very largely 
remove the menace which now acts on the imaginations of men. They 
see a deficit of $69,000,000 in one year and the draining of the gold reserve 
in consequence of that. That condition of things must necessarily act 
on the imagination of the public and lead many to apprehend disaster* 

Mr. Warner. You mentioned the subject of a tax on State-bank 
circulation. Does not any tax on bank circulation tend to restrict the 
elasticity of the currency and increase the rate of interests 

Mr. White. Just the same as. a tax on any business does. England 
levies a tax on Bank of England notes. 

Mr. Warnbb. Would not the requirement to put up 30 per cent 
or any other percentage of greenbacks or of any other securities, in 
order to issue national-bank notes, have the same effect f That is to 
say, that it would be a practical tax on circulation, and would increase 
the rate of interest and result in a loss of elasticity f 

Mr, Whitb. Yes; I think so. 

Mr. Warner. Then, as compared with your own suggestion — of 
ftinding the greenbacks into Government obligations, to be paid either 
now or some time by taxation — does not any plan which involves the 
depositing of Treasury notes as a condition of circulation involve a tax 
on the borrower in the shape of an increase of interests 

Mr. White. Yes; indirectly that would be the effect of it, 

Mr. Warner. You referred to the fact that if similar requirements 
were put on State-bank circulation that are put on national- bank cir- 
culation the notes of State banks would be made equally safe. What 
did you mean by thatf 

Mx. White. There is a clause in the national banking law which 
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allows any State bank to come into the national banking system to- 
morrow and avail itself of all the privileges of the national banking law. 

Mr. Warner. By becoming a national bankf 

Mr. White. Yes. I do not think it possible to have the State banks 
and national banks subject to two jurisdictions at the same time. 
What is going to happen when a State bank goes into insolvency f 
Can the Comptroller of the Currency do anything about itt He can 
only sit back and observe what somebody else does, but the moment he 
attempts to do anything himself he comes in conflict with State laws. 

Mr. Warner. As we have just made a treaty with Japan recogniz- 
ing that its laws are those of a civilized nation, we might recognize that 
the laws of a State are on the same parity. As to the question whether, 
under the Secretary's plan, it would be possible for the present national 
banks to monoi)olize the circulation without any expense to themselves^ 
I ask you is it not true that the suggestion of a premium on greenbacks 
would involve an expense to those banks if they did not sell their 
greenbacks and take advantage of the premium f 

Mr. White. I should think so. 

Mr. Warner. Is it true that it would- allow them to monopolize the 
circulation without expense to themselves f 

Mr. White. All that I can say is that it might do so. That is one of 
those rather complicated questions in finance which can only be deter- 
mined satisfactorily by experiment. 

Mr. Warner. If the banks held the greenbacks, and still continued 
to hold them after they were at a premium, would not that involve 
expense to them Y 

Mr. White. Yes; of course. 

Mr. Warner. And could not any other party enjoy the same advan- 
tages that the banks had by taking greenbacks at parf 

Mr. Brosius. I understand that you think that if there is a necessity 
for getting rid of the entire issue of greenbacks the preferable way to 
do it would be to issue low-rate bonds, for the purpose of redeeming 
them and getting rid of them in that way, rather than putting them 
under a bushel f 

Mr. White. Decidedly. 

Mr. Brosius. Do you think that the chief difficulties which now 
afflict our i)eople arise from a Treasury deficit, rather than from any 
imperfection in ou^ existing banking system f 

Mr. White. I think that the immediate trouble lies in the Treasury 
deficit; but the chronic trouble lies in the other direction. 

Mr. Brosius. Then does your system or the Baltimore system 
relieve the difficulties which proceed from a Treasury deficit? 

Mr. White. The Baltimore plan attempts to cure the chronic trouble^, 
not the immediate trouble. 

Mr. Brosius. The Secretary of the Treasury, in his report, in stating 
the conditions which now afflict the country classifies them as follows: 
First, the frequent presentation for redemption in gold by individuals 
and institutious; second, the foreign exchange being at the rate which 
makes it more profitable to export gold than to purch ase bills of exchan ge^ 
and thirdly, the vast accumulation at our financial centers and the gen- 
eral depression of business. I want to know whether the Baltimore 
plan, or your plan, or any other plan that you have cognizance of, is 
calculated to mitigate the evils arising from that condition of things so 
distinctly stated by the Secretary) 

Mr. White. I think not. 

Mr. Bbosiub. After you have attained all the safety and security 
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possible for making the assets of the bank liable for the redemption of 
its notes, is there not still a residue of risk which mast follow somewhere 
of the bank note not being redeemed at allf 

Mr., White. Yes. 

Mr. Brosius. Do yon not think that it promotes the efficiency of 
the bank notes and the public good by natisfying the |»ublic mind of 
the safety of bank notes to have the Government of the United states 
take that possible or speculative risk rather than to let it fall on the 
note holder himself f 

Mr. White. Certainly I do, and I stated that most emphatically in 
my discourse. 

Mr. Cox. Speaking of the State-bank system, if you were to put the 
same restrictions, limitations, and requirements on the State banks as 
are put on the national banks there would be no necessity for State 
banks at allf 

Mr. White. No; there would not be. 

Mr. Cox. But suppose you say, by proper legislation, that unless the 
State banks.do certain things they shall be subject to the tax, but that 
in case they do the things required of them the tax will be released: and 
suppose you confer jurisdiction upon the Government ot the United 
States to collect the tax if the banks do not comply with the require- 
ments, but that if they do comply with the requirements the Oovernmeut 
of the United States has got nothing to do with them; what would be 
the objection to thatf 

Mr. White. The difficulty is this. A bank complies with the require- 
ments to day; the Comptroller of the Currency looks over the papers 
and says, '*Yes; you have complied with those requirements;" but the 
bank does not comply with them to-morrow. What, then, is the Comp- 
troller to dof You say he is to tax the bank, but the bank, in the 
meantime, may have gone to pot. 

Mr. Cox. If a State bank issues its notes to-day it is subject to the 
tax, but does the Government go every day to collect the tax! 

Mr. White. Ndw 

Mr. Cox. Would not the banks be subject to the enforcement of the 
tax if they violated the requirements, just like any other tax imposed 
upon any piivilege or right f 

Mr. White. Yes. 

Mr. Johnson, of Indiana. I understand your position to be this : That 
if the currency and banking system is to be revised, it is simpler and 
safer to have one uniform system under Federal control than to under- 
take the experiment of two systems, one under Federal control and one 
under State control. 

Mr. White. 1 am in favor of one system. The second system would 
be really forty-five systems. 

The committee took a recess till 2 p. m. 

AFTEB BECBSS. 

The Chairman. Mr. Ellis, of Kentucky, desires the chair to recall 
Mr. White, as he desires to submit a queKtion to him. 

Mr. Walker. Mr. White had not concluded his testimony. He 
simply stood aside so that Mr. Carlisle might go on. I suppose there 
are a number of gentlemen here who would like to further interrogate 
Mr. White. 

The Chairman. The chair understood that Mr. White had concluded 
his statement, but if gentlemen desire to interrogate him further they 
can io so. 
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Mr. Ellis. Mr. White, I understood you to state this morning that 
you had examined the plan proposed by the Secretary of the Treasury! 

Mr. White. Yes; I have in a cursory way. 

Mr. Ellis. I wish to call your attention to one view of that plan, 
and ask your opinion upon it. It is section 5 of the bill, I believe, as he 
has prepared it. His plan proposes that notes may be issued by 
national banks to the amount of 75 per cent of their paid-up and unim- 
paired capital, but before issuing such notes they will be required to 
put up 30 per cent. The bill also provides for a safety fund which 
shall amount to. as much, perhaps, as 6 per cent. Then, in the case 
of a failed bank, it is provided that this guaranty fund, this 30 per 
cent, shall be transferr^ to the safety fund, and that out of that the 
notes of failed banks shall be paid; if that is not sufficient to satisfy 
the notes of failed banks, then the deficiency shall be made up by 
asses$>ment upon all of the banks that have entered into the scheme. 
Now, the question which I wish to ask you is this: What, in your opin- 
ion, would be the effect of such provision as thatf If every national 
bank is to be the guarantorof the notes of any other national bank in the 
country, would this system be acceptable f Would it be profitable, or 
would it be practicable, in your judgment f 

Mr. White. I think most of the banks would at first decline to enter 
into the system; but I think also that the wiser ones would imme- 
diately see that the redemption fund there would be far in excess of any 
amount that would ever be called for, and, therefore, probably they 
would come in gradually. But still I think their inclination at first 
would be to stay out. 

Mr. Ellis. There would be, you think, a disposition on the part of 
the banks to refuse to become guarantors of the notes of other banks. 

Mr. White. Yes; I think so. The Canadian system provides that 
the banks may be assessed for the deficiencies of failed banks, but not 
in excess of 1 per cent in any one year. An arrangement of that kind 
would be, I think, very satisfactory in this country. People would see 
the amount of loss in any year, and they would Took at the assets 
and see that the fund applicable to the payment of the notes of failed 
banks would probably be in excess of the demands made upon it 
and they would come in. But if it were required that they should be 
resi)onsible for the whole amount in every case, then I think there 
would be more hesitation. 

Mr. Wa^keb. At once responsible, I suppose you meanf 

Mr. Ellis. Yes; that is the provision of this bill, that they become 
at once responsible. (To Mr. White) : Is it your opinion that if such a 
provision were incorporated into a banking system it would be a 
success f 

Mr. White. I should be very doubtful about it. 

8TATEMSHT OF CHARLES^ C. HOMER. 

Mr. Charles G. Homer, of Baltimore, was introduced by the chairman 
to the committee, and made the following statement: 

Mr. Chairman, I might preface my remarks by stating that I did not 
know what might be required of me here; and that, consequently, I 
have not prepared any special or set address to deliver before you. I 
Inferred that the object of my citation was to explain to you, as far as 
lay within my power, the features of the Baltimore plan. 

I would say to you that the projectors of the Baltimore plan have 
liad no intention of formulating a general financial scheme which 
would grapple with all of the confusing elements that now exist in our 
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Batioual finances. It was simply our intention to create a plan which 
would cure, or tend to cure, the chronic conditions that have arisen in 
our country in the past, and with which we will no doubt be met in the 
future; and, for the purpose of so improving and so perfecting the 
national banking system by providing it with amendments that this 
system, which is, I think, universally acknowledged as the best system 
that any country has ever had, may be able to grapple with those diffi- 
culties which it has been only partially able to meet in the past. 

The first requisite of a bank note is that it be secure. We have in 
our plan made the assertion that a bank note may be secure- without a 
bond deposited for its guarantor. We have established this fact by 
statistics, and the arguments produced have been so convincing that 
the reception of this innovation upon the national banking system has 
been a matter of great gratification and satisfaction to its projectors. 

For nearly thirty years we have lived under the impression that no 
note could be absolutely secure unless there were held a Government 
bond of equal or more value, or some other bond of a like comparative 
value, as its sponsor. This idea has been removed, and the plan car- 
ries with it not only the indorsement and the assent of the leading 
advanced thinkers upon matters of finance, but it has, to our gratifica- 
tion and pleasure, received the indorsement of the highest financial 
executive oflScers of our Government. 

The second requisite for a good bank note is uniformity. It must 
have for its basis of credit a uniform system of safeguards, of legal 
protections thrown around it, of uniform examinations, looking to the 
assets upon which its credit is based, and a uniform supervision by the 
Department as to the compliance of the officers of the institutions with 
the requirements imposed by law ; and, above everything else, in my 
judgment, one head to give uniform interpretations to the laws as con- 
structed, in order that the same condition of aftairs, the same decisions, 
the same rulings, the same determinations may meet each and every 
institution in whatever part of our country it may be located. We 
feel, no matter if the same universal law be applied to all of the States, 
that the interpretation of that law in forty-four or more difiPerent 
States will not have the same uniform effect and will not provide 
us with the same uniform safeguard that the one positive interpreta- 
tion of that law by the Comptroller of the Currency would have. 

It was, furthermore, our intention to so amend and to so broaden the 
national banking act that its doors would be open to each and every 
individual, to each and every corporation, which felt that the require- 
ments of his or its locality, or self-interest through profit, made it nec- 
essary to have circulation. 

We have endeavored to obliterate the feeling that has existed with 
reference to the national banks as enjoying advantages over State 
banking institutions, and I think, from the correspondence that I have 
had upon this subject with gentlemen at the head of leading State in- 
stitutions of our country, that among the thinking classes where they 
have intelligently investigated the trend of our amendments, they see 
that the barrier, or the jealousy, or whatever it may be termed, between 
State banks and national banks, under our suggestion, is purely imagin- 
ative and will disappear. 

If it be the wish of the committee I will hurriedly take up the lead- 
ing sections of the Baltimore plan, I repeat that I have not prepared 
any notes, and if I should grow tiresome upon any portion of it I will 
esteem it a favor if I am i)romptly stopped. 

Section 1 is the provision for repealing the requirement of a deposit 
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of bonds. It has been demonstrated beyond question that the best 
asset a bank can have for the redemption of circulation is its bills 
receivable maturing daily and being paid daily, furnishing the ready 
means more quickly perhaps for the purpose of redeeming its notes 
than would be offered by the possession of bonds seeking an uncertain 
market. 

Section 2 provides for the issue of 50 per cent of circulation under 
ordinary conditions, with a proviso for an increase of 25 per ceut when 
emergencies justifying shall arise. Our statistical research demon- 
strati the fact that a certain part of a good banknote circulation is 
in a constant condition of absorption by the public; that there is a 
certain portion of that circulation to which the term of elasticity or 
nonelasticity is hardly applicable. It is in daily, in constant use. It 
is deposited in bank and is only a temporary withdrawal from the uses 
of commerce. It comes in today, it goes out to-morrow. The manufac- 
turer deposits with us to-day a large sum. His pay day being to-morrow, 
he withdraws it again for his business purposes. We are simply the 
custodians of it. It has not served its entire usefulness, and the simple 
fact of its redeposit in bank does not establish the fact that it is no 
longer needed by the community. 

We have felt that the elasticity of this part of our currency would be 
supplied by ordinary redemptions, constantly going on from day to day. 
As the Secretary of the Treasury stated in his remarks yesterday, they 
iiggregate millions of dollars daily — we will say a million a day. We 
think this withdrawal would provide the elasticity desired or that might 
be required for that portion of our currency (the 50 per cent issue) which 
we permit under a nominal tax. 

We have felt, furthermore, drinking experience largely from the panics 
of 1873, 1883, and 1893, that the clearing-house certificate performs an 
effective service in staying the damaging effects of panics. We have 
placed that portion of our circulation under a heavy tax for the simple 
purpose that each and every bank, urged by the payment of this tax, 
would adopt the promptest means Ibr so shaping the affairs of its cus- 
tomers and those dejiendent upon it, as well as its own condition, as to 
secure a prompt withdrawal of this circulation after it had served its 
purposes. 

There was a considerable difference of opinion at one time with refer- 
ence to the matter of taxation, and I think, borrowing an idea which 
appeared in the plan of the chairman of this committee, we considered 
the question of a graduated tax for the matter of emergency circula- 
tion. It was finally determined that the line of departure between the 
ordinary and the emergency circulation should be very sharply marked, 
in order that the conditions might be restored to their normal state as 
promptly as possible. A graduated tax for a part of the use of this 
extraordinary circulation would not be so effective, in our judgment, as 
a sharp and severe tax the moment we entered into an unnatural con- 
dition of affairs, and that it would be the aim and object of each and 
everyone to get back to the normal condition as promptly as possible. 

It has been stated that this large tax which we proposed to im|)ose 
upon the emergency circulation wonld have to be borne by the unfor- 
tunate whose condition compelled him to borrow this money of the 
banks. I can only speak in this respect for our own city. I do not 
know of a single case, of my own knowledge, in Baltimore where more 
than 6 per cent was exacted from any customer by a bank during the 
year 1893. The tax of the clearing-house certificates, which was G per 
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cent in Baltimore, was cheerfully borne by the bank availing itself of 
their use for the purpose of tiding the distressed depositor over his dif- 
ficulties. 

The next section simply refers to the tax for the purpose of defraying 
the expenses. A subclause of that section states that the excess over 
one-half of 1 per cent of the tax imposed upon the emergency circula- 
tion shall be paid into the guarantee fund referred to in section 6. The 
object of inserting this was that, of course, in such times and with such 
an increase of circulation, the risk to which the guarantee fund which 
we have provided was set out against would be increased naturally,^ 
and that whatever might arise from t]ie extra tax imposed upon this 
circulation should be turned into the guarantee fund as an extra insur- 
ance risk, in order to offset the extra ordinary demands that might arise 
against it through any failures during such critical periods. 

The banks issuing circulation shall continue the 5 per cent redemp- 
tion fund as we have at present. 1 think I am correct in stating that 
the experience of the national banking system has demonstrated the 
fact that 5 per cent upon the circulation outstanding, deposited in the 
hands of the Treasurer, has always proved more than ample to meet 
the redemption of national-bank bills. I believe that there has always 
been a large idle fiind in the hands of the Government for the purposes 
of making these redemptions, and that the provision of 5 per cent which 
we have retained is ample for the purpose for which it was created. 

The fifth section states that the redemption of the notes of all banks, 
solvent or insolvent, is to be made as provided for in the existing law^ 
i. e., Government redemption. We have felt, that in order to establish 
a strictly uniform currency, and a currency in which the note holder 
might have the very fullest confidence, the redemption of all national- 
bank notes should be continued as at present by the Secretary of the 
Treasury. To protect the Treasury upon this score we, in section 6^ 
create a guarantee fund, by which we require the deposit the first year 
of 2 per cent, and then an annual tax of one-half of 1 per cent, to be 
continued until this guarantee fund shall reach 5 per cent upon the out- 
standing circulation ; to be then suspended, to be resumed, however, 
when impaired throngh the redemption of the notes of any failed banks* 

Taking the national-bank capital of today to be in round numbers 
$700,00(^,000, 'the average national-bank circulation outstanding (50 
per cent) would be $350,000,000. A guarantee fund (5 per cent upon 
that amount) would be $17,500,000. Investing this sum, as suggested by 
the Secretary of the Treasury this morning, at 3 per cent would yield 
an annual income to that fund of $525,000. 

The records of the Comptroller's Department show that in the first 
thirty years of the history of the national banks the entire loss that 
would have befallen this fund, had there been no bond for the pro- 
tection of the note holder, would have amounted to $953,000, a little 
more than $30,000 per annum. 

With an income, after investing, of $525,000 and with a liability only 
averaging $30,000 per annum, it strikes me that there can be no question 
as to the sufficiency of the guarantee fund which we have established. 

Mr. Walker. How much is the guarantee fundt 

Mr. Homer. $17,500,000 invested at 3 per cent would yield $526,000 
I>er annum. 

The next clause of that section provides for the redemption of the 
notes of failed banks by the Treasurer of the United States out of the 
guarantee fund, if it shall be sufficient, and if not sufficient, then out of 
any money in the Treasury, the same to be reimbursed to the Treasury 
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out of the guarantee fund when replenished, either from the assets of 
the failed banks or from the tax aforesaid. 

I think I have demonstrated with sufficient cleanieas that there can 
hardly ever arise a condition of affairs whereby the Government will 
he called upon to use any other funds in the redemption of the notes 
of failed banks than that which the banks themselves have provided 
in the creation of the guarantee fund. 

The next section provides, with reference to the contribution of 
national-bank organizations started afber this plan shall have been in 
operation — ^that is so equitable that it requires no explanation and no 
argument — ^they shall pay into the guarantee fund a sum bearing the 
ratio to the circulation applied for and allowed that the guarantee fund 
bears to the circulation outstanding, and shall then be subject to the 
tax of one-half of I per cent per annum, as called for by the Treasurer 
of the United States, tor the creation and maintenance of this fund. 

The next clause, which the Secretary of the Treasury has adopted in 
his plan, is that no association or individual shall have any claim u{K>n 
any part of the money in said guarantee fund except for the redemp- 
tion of the circulating notes of any insolvent national banking associa- 
tion, and that any surplus or residue of any such guarantee fund shall 
enure to the benefit of the United States. 

Our purpose in providing that section was to prevent any bank from 
carrying upon its books as an asset its interest in this guarantee fund, 
and we were led still more iuto the adoption of this plan because after 
the dismemberment of the New York State guarantee fund there was 
endless litigation among the banks and with the State as to the owner- 
ship and the interest of the fund. So it was a question that we wished 
to set at once and forever at rest. It was a contribution to a fund for a 
specific purpose, and after that purpose had been accomplished it should 
no longer be a part of an asset of any bank, but should enure to the 
Government and belong to the Government absolutely and beyond ques- 
tion. 

The next section is the one covering the pnor lien upon the assets* 
It has been very fully discussed here. 

The next section refers to the retirement of its circulating notes by 
a bank, at any time, upon depositing with the Treasurer of the United 
States lawful money equal in amount to the sum desired to be with- 
drawn. That is the existing law, without any change. 

The ninth section refers to the winding up of a bank, and is taken 
verbatim from the Ganadian law. It says that in the event of the 
winding up of the business of a bank by reason of insolvency or other- 
wise, the Treasurer of the United Statues, with the concurrence of the 
Comptroller of the Currency, may, on the application of the directors, 
or of the liquidator, receiver, assignee, or other proper official, and ux)on 
being satisfied that a pro]>er arrangement has been made for the pay- 
ment of the notes of the bank and any tax due thereon, pay over to 
such directors, liquidator, receiver, assignee, or other proper officials 
the amount to the credit of the bank in the redemption fund indicated 
in section 4. 

This refers only to the redemption fund, not to the guarantee fund*. 

I think I have now given you a hurried review of the various sections 
of the Baltimore plan. 

I approach the plan of the Secretary of the Treasury with a great deal 
of hesitancy and diffidence, because he is the highest financial officer 
of our Government. But there are some features of it that my own 
experience and observation as a bank man can hardly permit me to 
assent to. , , 
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He requires a deposit of 30 per ceut in the guarantee fund, in addition 
to the 5 per cent established by the Baltimore phiu. 

I caij not find that this demand is anywhere warranted by past expe- 
rience. Of course we know the motive. It is to relieve the Goveru- 
ment from the responsibility of tbe redemption of a large portion of its 
own notes. 1 feel that the manly course of the Government, as it is of 
the individual, is to redeem its paper when it is looked at shyly, in 
order to retain its credit. 

Section 5 states that no national bank shall issue notes of a less 
denomination than $10. Per se, this is not objectionable, but it forces 
upon the people, in their interchange through business, an unneces* 
sary burden, as anyone who has carried around with him a pocketfdl 
of silver can testify to as well as I can. 

In section 6 the Secretary suggests that each national bank redeem 
its notes at its office or through its agencies designated by it. I 
believe the central redemption of national-bank notes, as it has been 
in vogue for the past thirty years, has given us ample proof that this 
is a perfectly businesslike and proper method for the redemption of 
national-bank circulation. 

If the Secretary is correctly reported in his discourse before you yes- 
terday, he made the statement that the redemption by the Government 
of the circulation of national banks was a tying up of money. Upon 
this head I can not agree with him. On the contrary, there is no tyin^ 
up of money,'but there is an untying of money, because the very money 
with which the Secretary redeems the circulation of bank notes has 
already been deposited and placed in his hands for that special and 
specific purpose, in the 5 per cent redemption fund. A constant 
redemption of national-bank notes over the counter of each and every 
bank, or through its agency, would be a much more serious tying up of 
the circulating medium of our country than the redemption arrange- 
ment in existence to day. Our currency would be locked up in the 
express offices. As it is now, we carry it to the subtreasury, or to the 
Treasury, and we receive at once for it a medium to take the place of 
that which we have deposited. 

Another feature that might be stated in objection to this is. Would 
it not be a hardship to first require the banks to deposit 30 per cent of 
lawful money as a guarantee fund for the payment and redemption of 
their paper, depriving them of so much of a ready and available asset, 
and then compel them, in addition to that, to redeem their notes over 
their own counter or through their agencies f We are stripping them 
of a part of the very thing which now insures prompt redemption of a 
bank note the moment it is presented at a bank counter. 

With reference to the assumption by the banks of the circulation 
ultimately of all national banks, I would state that I fear any such 
provision in the law might lead to hesitancy on the part of the most 
oonservatively managed institution. The clause practically establishes 
a copartnership of one bank with the other, without any voice in the 
management or control of the institution whose paper it is bound to 
pay. No wise business man would enter into such a copartnership 
with an unlimited liability. 

It is one of the features that we have built upon, in the redemption 
of the notes by the Secretary of the Treasury, that the interest of the 
Oovernment in the final redemption of the bank bill, although it is only 
a technical responsibility, is of such a character as to insure, on the 
part of the Oomi)troller of the Currency, a very rigid supervision and 
<5ontrol over the banks which enjoy the benefit of the circulation. We 
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liave in tlie Comptroller of the Currency a BtroDg ally for the protec- 
tion of each and every one of us who has entered and who will enter 
into that copartnership. But to permit the bank to issue the circula- 
tion (without any desire to reflect) through mismanagement, through 
bad judgment on the part of the Comptroller in the selection of his 
staff of examiners and assistants, would rob this plan of one of the 
chief safeguards upon which we have relied in establishing the guar- 
antee fiind. I feel that under proper management, under proper 
supervision, the safety fund which we have created is so much more 
ample to protect the Government from any loss whatever in the redemp- 
tion, and in the responsibility for redemption, of failed notes, that there 
iA only a naked risk depending upon that guarantee. 

With reference to the Secretary's provisions for State bank circula- 
tion, I have always felt that if we surrounded and required of the State 
bank desiring circulation the same safeguards, the same compliance 
with the law, the same deposit and securities, the same supervision, 
examination, and publication of reports, etc., there would be prac- 
tically nothing left of the State bank except the shell; that it would 
be a national bank in all of its features; and if we can so frame the 
national-bank law that the cun'ency of this country will be uniform, 
we shall have accomplished a great step forward and shall have sup- 
plied a currency that will be, as it has been in the past, good every- 
where within the boundary and beyond the boundary of our country. 
If we do not exact from the Stat.e banks all of these safeguards and 
conditions we at once establish two kinds of currency, and I think that 
the education of our people in the matter of bank notes during the past 
thirty years has been such that they will hardly sanction retrogression. 
It is not necessary now to scrutinize any bill that we may receive. We 
know that it is good, and it is accepted without question. 

With reference to the exemption from taxation, etc., to be granted 
on State bank circulation, of course it is a discrimination. I do not 
wish to discuss that point. 

With that, gentlemen, I think I have finished. 

Mr. Wabneb. You suggest that the banks would shrink from the 
unlimited liability, which you compared to that of a copartnership, for 
circulation. Why, then, should not the Government shrink from itf 

Mr. HoMEB. Because the Government has the active control and 
supervision over those banks. Without that rigid scrutiny on the part 
of the Government the field is open for the creation of banks for 
questionable purposes, for the issuance of circulation upon which the 
entire national banking system would at once become responsible. 

Mr. Wabneb. Would it be proper to sum up your suggestion in this 
way: That in your belief the Comptroller of the Currency would exer- 
cise a sharper and more effective supervision if the Government were 
ultimately liable than if the banks were ultimately liable f 

Mr. HoMBB. It would. 

At. Wabneb. That is your position! 

Mr. HoMEB. Yes. 

Mr. Wabneb. Then the only extent to which the liability of the 
banks, from which they would, as you believe, shrink, and the liability 
of the Government, which you suggest it should assume, is the differ- 
ence between the extent and the effectiveness of the supervision which 
the Comptroller of the Currency would be apt to exercise in the one 
case, as compared with the other! 

Mr. HoMEB. That is my view. 
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Mr. Johnson, of IndiaDa. Pablic confidence in this matter is abso- 
lutely vital f 

Mr. Homer. It is. 

Mr. Johnson, of Indiana. Is it not more likely that the pablic 
will have confidence in this matter if its thinks the Goyernment i» 
ultimately liable than if the pablic feels that the Goyernment is 
simply a mere custodian of the bank assets for the payment of these 
notes! 

Mr. HoMEB. It is. 

Mr. Warner. Upon the question of redemption, do I understand 
that it is your idea that the normal redemption, under the system yoa 
propose, shall be through the Bureau here at Washington, as it is uowf 

Mr. Homer. Well, at Washington and the subtreasuries throughout 
the country. 

Mr. Warner. Practically as it is nowf 

Mr. Homer. Practically as it is now. There is no change suggested* 

Mr. Warner. Is it not the case, however, that, as compai^ with 
what you might call normal redemption — if each bank were required to 
redeem its bills over its own counter, without any obligation on any 
other bank to receive any bills other than its own — the system you pro- 
pose wonld be yery much less effectiye, and that redemption would be 
yery much less prompt in case of a lack of demand on the part of the 
business of the country! 

Mr. Homer. The currency drifts to the financial centers. The finan- 
cial centers relieve themselves by depositing their national-bank note» 
with the subtreasury. That at once calls for the deposit of lawful 
money by the banks whose currency has been redeemed by the Secre- 
tary of the Treasury, and the notes are retired from circulation. If 
they can be used again in that locality, well and good; otherwise, they 
remain in the vaults of the banks. 

Mr. Warner. As a matter of fact, however, are not the amounts of 
redemptions and the rate of redemption yery small under the present 
system, as compared with what they were and would be under any sys- 
tem leaving each bank simply to redeem its own currency! In your 
opinion, is not redemption very small under the present system, as com- 
pared to what it used to be under the Suffolk system! 

Mr. Homer. Yes; it is small. There was this feature under the Suf- 
folk system : The Sufiolk system require the daily redemption of notes. 
It prohibited the issuance, by any bank, of any note except its own. 
Applying this locally, it might proye very effectiye and beneficial. 
Spreading it out, however, throughout the entire couutry, would, in a 
yery short time, create a currency famine such as has been unheard of in 
this country. The currency would be found in express offices, in transit 
from one point of the country to another, and we would haye for use 
simply a few of our own notes that might come to us oyer our own 
counter. There would be, in my judgment, a yast tying up of currency 
for exchange medium by requiring the whole country to submit to the 
daily redemption of its circulation. 

Mr. Warner. In other words, if I understand you correctly, the Suf- 
folk bank system, or the natural redemption system, would leaye cur- 
rency much more elastic, but in your yiew it might bring about a famine 
which would more than make up for the advantages f 

Mr. Homer. Yes. 

Mr. Warner. But the system which you propose is.defective, so far 
as the one point of elasticity is concerned, when compared with the 
other system. 
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Mr. Homer. Of course there is not the same elasticity about a note 
that is redeemed only at the central bureau without the requirement of 
a daily redemption. 

Mr. Warner. Your system is less elastic in that particular than the 
natural system of redemption! 

Mr. Homer. The point, I think, is stated in the eicplanation of the 
various clauses of the Baltimore plan, that a certain part of the circu- 
lation is in constant absorbtion— -that is, in use — and does not require 
the elasticity or inelasticity to be applied to its whole volume, but only 
a certain portion of it. 

Mr. Johnson, of Indiana. Tour plan contemplates that the existing 
national bank law shall continue intact, except as it is altered or 
repealed by it 

Mr Homer. It is a continuation of the national banking act, with 
the substitution of a lien upon assets for bond deposit. 

Mr. Johnson, of Indiana. Therefore, each bank under your system 
would receive the notes of other banks f 

Mr. Homer. Oh, yes. 

Mr. Walker. I understand, firom what was said by Mr. White, that 
the only item in what is known as the Baltimore plan that would affect 
the general finances of the country, aside from what the banks have 
looked out for in tlieir own interests, is the provision that the surplus 
revenues shall be used to retire the Treasury notes! ' 

Mr. Homer. No, sir; we have not entered into any question with 
reference to national finances at all. Our aim has been to cure and cor- 
rect the defects in the national banking system. We have not grappled 
with that problem of finances. 

Mr. WAI.KER. So that this convention of the bankers of the country 
has considered nothing except their own immediate banking busi- 
ness and what would benefit that business! 

Mr. Homer. Yes; we had no discussions, no conferences. 

Mr. Walker. Your deliberations were confined wholly to those pro- 
visions of existing law, and the provisions that you would like to have 
exist in the law, which would benefit the banking interests of the 
country! 

Mr. Homer. No; there were other things we should like to have had* 
' Mr. Walker. Not what you would like to have had, but what your 
scheme embraocH. 

Mr. Homer. Well, we felt 

Mr. Walker. No; not what you felt, but what you desired to get 
out of the Kcheme. 

Mr. Johnson, of Oliio. I submit, Mr. Chairman, that it is unfair to 
interrupt the gentleman when he is annwering. 

Mr. HoMKR. The scheme simply embraces the perfection of the 
national banking system. 

Mr. Walker. The perfection of the national banking system with 
reference to the interest of the banks t , 

Mr. Homer. The interest of the banks is the interest of the public. 

Mr. Walker. The interest of the ]>ublic was secondary, but the 
interest of the banks, as they desired, was primary. 

Mr. Homer. That may be the feeling in some sections, but I do not 
think that it is so in ours. We are very closely allied in Baltimore; 
the banks and the depositors are stanch friends and allies. 

Mr. Walker. You have said that you did not grapple with any of 
the evils ot the present financial conditions. 

Mr. Homer. Yes. 
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Mr. Walker. That yoa did not grapple or attempt to grapple with 
any of them except this one. 

Mr. Homer. We confined ourselves to the national banking act. 

Mr. Walker. Do yoa think the difficulties connected with the 
national-bank act as such were what caused or aggravated the panic 
of 1893 1 

Mr. BoMER. No, sir; but the national-banking act, as it now is, is so- 
constructed that it was not able to grapple with the extraordinarjr 
demands that were hurled upon it by the events of 1893. 

Mr. Walker. What was the source of those demands! 

Mr. Homer. It was the panicky feeling of the country. 

Mr. Walker. What did that arise from! 

Mr. Homer. It arose largely from the fear, in my judgment, that the- 
Government would not be able to maintain its gold redemption of all 
its obligations. 

Mr. Walker. Then it cornea to this: That we cannot have a safe 
currency system, a safe monetary system, until there is a correction of 
this relation of the affairs of the Treasury to the finances and bankings 
of the country. 

Mr. Homer. I think that is very necessary. 

Mr. Walker. Do yon not think that the very primary thing that 
these bankers ought to grapple with in this case, they being trained 
men, should have been the whole question of the finances of the 
country! 

Mr. Homer. We should have met with very little encouragemenlv 
perhaps, if we had attempted the solution of the entire question. 

Mr. Walker. Do you think there is any body of men in all the 
country better qualified to do so than theyf 

Mr. Homer. I should not like to say that there is not. 

Mr. Walker. Is it presumable that there is a body of men better 
qualified? 

Mr. Homer. Hardly. 

Mr. Walker. Ic seems that your organization looked, first, to the 
requisite of a bank note that should be secure. 

Mr. Homer. Yes. 

Mr. Walker. Do you think that you have added to the security of the 
circulating bank notes of the country as to their ultimate redemption^ 
by your system, over the present system of using United States bondsT 

Mr. Homer. Ko; but I think we have established a security just as 
good. 

Mr. Walker. But you have not improved it! 

Mr. Homer. No; it can not be improved, unless you say there can 
be something better than our Government bonds. 

Mr. Walker. In the second place, have you made any progress 
toward making the currency of the country any more uniform than the 
national-bank currency now isf 

Mr. Homer. No; we have not undertaken to do that. We have not 
attempted to disturb that factor of the existing law. 

Mr. Walker. Then you have made no progress at all in the scheme 
you propose? 

Mr. Homer. I do not think the existing uniformity of the bank-note 
currency can be improved upon. 

Mr. Walker. Then you have proposed a scheme which you want 
adopted that will not make a note any more secure, and will not make 
it any more uniform, have youf 

Mr. Homer. No; but we have done this: We have increased the 
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functions, the ability to serve, the ability to help, through the national- 
bank system, by the substitution of the difference between the cost of 
the bond and the circulation that we have received. 

Mr. Walker. That would increase the profit of the bank on circu- 
lation. 

Mr. Homer. There has been very little in that respect, and an 
increase would not be harmful. 

Mr. Walker. 1 amnot talking about that. Would you increase itf 

Mr. Homer. Slightly. 

Mr. Walker. Do you think you could get money any more quickly 
than you could by depositing those bonds and taking out bills if they 
were already printed! 

Mr. Homer. If I am obliged to deposit $114,000 and get only $90,000 
in return, I am worse o£f. 

Mr. Walker. That comes back to the interest of the bank instead 
of the interest of the public f 

Mr. Homer. Not entirely, sir. Suppose I have here a customer 
who desires to make a loan of $10,000, and that such a plan would 
enable me to lend that amount to him, whereas the other plan would 
only enable me to give him a part, the ability to lend is certainly in 
the interest of the public. 

Mr. Walker. Are you aware of any jealousy that exists between 
State and national banks to an extent that injures the financial inter- 
ests of the country f 

Mr. Homer. I am not; though I confess that there is a feeling 
between them. 

Mr. Walker. Do you think that feeling is injurious to the finances 
of the people f 

Mr. HoMSR. Its influence might go to this extent, that it might 
create a currency which, traveling with the national bank currency, 
would give us two classes of circulation medium. 

Mr. Walker. I am not talking about that at all. You are entirely 
off the subject. I ask you if you have any knowledge whether the 
bankers assembled at that convention considered that the finances of 
the country to-day were being injured by the jealousy that existed 
between the State banks and national banks f 

Mr. Homer. No, sir. 

Mr. Walker; Then you went to work to devise a system that would 
remove that jealousy f 

Mr. Homer. There was a feeling, not on the part of the bankers, but 
so far as it came within my knowledge there has been a feeling in com- 
munities, in sections of the country, against the national banking 
system. 

Mr. Walker. That is another subject. What you testified to was 
that you thought that your scheme would remove the jealously between 
the State banks and the national banks. 

Mr. Homer. It is the general feeling that exists with reference to the 
national banks and their desirability. 

The Chairman[ pro tempore (Mr. Sperry). Mr. Hepburn is here, 
and can give us about an hour, but desires to take the 4 o'clock train 
away irom the city. 

Mr. Walker. If this gentleman is willing to remain over after to-day 
I have no objection to his now leaving the stand to allow Mr. Hepburn 
to make his statement. But the committee have invited this gentle- 
man here to tell us what the bankers have done and what they have 
not done. 
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The Chairman pro tempore. The committee will perhaps put some 
limit, 80 that we can hear these different gentlemen. 

Mr. Walker. I do not propose to pursue these inquiries with any- 
body except this gentleman. But my point is this: Here is an organ- 
ization of the national bankers of this country that met in Baltimore 

Mr. Homer. It is not an organization of national bankers. There 
were State bankers as well as national. It is known as the American 
Bankers' Association. 

Mr. Walker. Both State and national? 

Mr. Homer. Tes. 

Mr. Walker. I supposed it was national. They met, after the great 
crisis of 1893, in the present condition of the finances of the country and 
the present condition of the Treasury, and have brought before this 
committee a scheme that would make confusion worse confounded and 
ask us to adopt that scheme, and I thought I would like to propound 
some questions that would develop the fact that they have paid uo 
attention to the interests and wants of the country, or to relieving the 
Treasury, but were simply looking out for their own interests in tliese 
times. It looked to me a good deal like fiddling while B;ome burns. I 
will, however, withdraw any further questions if it is the desire of the 
other gentlemen of the committee. 

Mr. Warner. I should like to ask one question. 

The Chairman pro tempore. If the committee would like to hear 
Mr. Hepburn for three-quarters of an hour, they now have an opportu- 
nity, otherwise he can not be heard at present, for he has to leave the 
city. 

Mr. Walker. I am perfectly willing to give way. I believe other 
members of the committee would like to ask questions of this gentleman. 

Mr. Hepburn. I suggest that the committee proceed with the exami- 
nation of this gentleman, who is one of the most competent bankers of 
the country. 

The Chairman pro tempore. The Chair feels that he would like to 
take the sense of the committee on this question. There may be a 
majority of the committee who would rather hear Mr. Hepburn than to 
continue the hearing of this gentleman. 

Mr. Homer. I am sure they would. 

The Chairman pro tempore. Without any motion haying been made^ 
the Chair will take the sense of the committee on that point. 

Mr. Black. That is an unfortunate way to imt it, it seems to me. 
We do not want to discriminate against this gentleman. 

Mr. Homer. Let me say that I wish the committee would excuse 
me. I have a sick cashier at home, and it was only with difficulty that 
I got away at all. 

Mr. Walker. I want to enter my most serious protest against being 
cut off. I have a few questions that are very vital as to the develo])- 
ment of this Baltimore scheme, and this is the first witness we have 
had on this subject. I do not desire to interrogate Mr. Hepburn upon 
these same points at all. I think I shall avail myself of my right in 
the committee to ask some questions of this gentleman, for I have the 
floor. 

The Chairman pro tempore. Without limit? 

Mr. Walker. I think 1 will be reasonable in limit, but I should like 
to ask a few more questions. (To Mr. Homer:) If I nndei'stiind you, 
the banks of Baltimore that availed themselves of tlie use of the certifi- 
cates of the Baltimore clearing house paid for the use of those certifi- 
cates 6 per centf 
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Mr. Homer. Yes, sir. 

Mr. Walker. You say that your scheme would collect in the Treas- 
ury a fund of $17,500,000? 

Mr. HoMEK. Yes; if all the national banks enter the scheme, and 
taking $700,000,000 as a round sum for national banking capital to-day. 

Mr. Walker. That the income upon that at 3 per cent would be 
$525,000 per year! 

Mr. Homer. Yes, sir. 

Mr. Walker. And that the losses, as shown by the history of banks 
of the last thirty years, would be only $30,000 per yeart 

Mr. Homer. $953,000 for the thirty years would be a little over 
$30,000 per annum. 

Mr. Walker. Then you would collect interest on this, but you say 
nothing about that being seventeen and one-half times as much as the 
statistics show would be necessary. 

Mr. Homer. Yes, sir. 

Mr. Walker. You have not any doubt but that any tax ux>on the 
banks is a tax upon the people of the country in the increased cost of 
the money to them and the increased cost of goods and everything else, 
have you! 

Mr. Homer. We would be simply paying under this plan the same 
tax that we are paying under existing law. 

Mr. Walker. I knew that from the law. I understood that myself; 
but my point was, whether all these taxes do not ultimately come out 
of the people, and how you can justify yourself in imposing a tax of 
seventeen and one-half times as large avS is necessary. 

Mr. Homer. The first motive or incentive for that was to furnish a 
fund absolutely secure, about which there could be no question. 

Mr. Walker. Is there any fire-insurance, life-insurance, or any 
other kind of company in the world that takes seventeen and oue-haUT 
times as much taxation as is necessary to secure it! 

Mr. Homer. It is the provision in force under the Canadian system. 
It is based upon precedent. 

Mr. Walker. You said that in your dii-ect examination. But my 
question is direct: How could you be justified in taking a tax seven- 
teen and one-half times more than would be necessary in order to make 
every bill issued by the banks absolutely secure! 

Mr. Homer. Whether they would be justified in taking thatf 

Mr. Walker. In taking that tax and taking it out of the people 
who use the money, and out of the banks from which they borrow the 
money. I am not putting it on the grouod of taxing people for the 
support of the Government; that is another thing. 

Mr. Homer. It is an excessive fund; we have too much security. 

Mr. Walker. That is all I want on that point. The issue of bank 
notes, under your system, is limited entirely by capital? 

Mr. Homer. Yes. 

Mr. Walker. Without any reference to the surplus that the bank 
may have? 

Mr. Homer. Yes. 

Mr. Walker. I should say not the surplus, but the reserve, without 
any reference to the reserve. 

Mr. Homer. There has never been any reserve for circulation. 

Mr. Walker. Here is a bank, we will say, that has $100,000 capital 
and $500,000 of deposits. That bank can issue $50,000 circulation, aiid 
there are hundreds of instances of that sort in the banking system. 
Here is another bank that has $100,000 capital that has only $50,000 of 
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deposits, and that bank issues $50,000 of circulation on its assets. 
So it turns out that in the one case the one bank has $50,0(K) of cir- 
culation, or one-third of its assets, and in the other case it has only one- 
sixth, even if that. What is the point of making so unequal an arrange- 
ment as regards putting the circulation at so Iowa point with the 
assets of the bank, the surplus fund, the reserve fund, etc., when the 
bank might safely issue three or four times as nuichf 

Mr. Homer. Bv making it 50 per cent ? 

Mr. Walker. Why that f 

Mr. HoKER. Baltimore conservatism dictated an absolutely safe plan 
for note issue. 

Mr. Walker. Do you not think it is just as safe to issue $100,000 
where you have six times that amount of assets, as to issue $50,000 - 
where you have three times that amount of assets ? 

Mr. Homer. Do you rely on the deposits as an absolute asset to meet 
the circulation of the bank! 

Mr. Walker. 1 should say that when the whole of the assets of the 
bank are liable for its bills, so far as the bills are concerned, they become 
assets because nothing can be paid out of those deposits until the bills 
are paid. 

Mr. Homer. Yes, that is very true; but is it not right to say that 
the best security for bank notes should be the bank's own money and 
not iti^ depositors f If I have $100,000 on deposit I am handling $50,000 
of my own money, and I do not feel that I have any absolute right to 
issue circulation as against deposit money intrusted to the bank by 
other people; I have only the right to hazzard the actual money of 
the bank represented by its capital. 

Mr. W^ALKER. Then you make a distinction between capital and 
assets; but what the bank has with which to pay its circulating notes 
is its assets over its liabilities? 

Mr. Homer. Yes, sir. 

Mr. Walker. A bank to-day is holding one-sixth more than the 
reserve the law requires; the law would require a reserve, which is the 
bank's, without any reference to its capital of $125,000, and it can issue 
$100,000, while under the system you suggest the reserve held by the 
bank to pay its notes would be $12,500 for $50,000. That is all I have 
to say about it. 

Mr. Johnson, of Indiana. With reference to bank profits on circula- 
tion it is impossible to have a circulation without profit to the bank, 
is it not? 

Mr. Homer. Well, the existing circulation is largely compulsory. I 
know of very few banks in the country who have to-day the maximum 
amount of their circulation. 

Mr. Johnson, of Indiana. The trouble is that the profit is too small? 

Mr. H031ER. The profit is too small. I think the Baltimore banks, 
with but few exceptions, have the minimum amount. 

Mr. Johnson, of Indiana. The profit of the banks on circulation does 
not necessarily amount to an oppression of the interests of the people! 

Mr. Homer. No. 

Mr. Johnson, of Indiana. The banks might make a profit and the 
people receive a benefit at the same time? 

Mr. Homer. Yes. 

Mr. Walker. Your plan does not relieve the Treasury in any way, 
and is not intended for that purpose? 

Mr. Homer. No, sir. 

Mr. Walkeb. You still leave the Treasury as it is now, subject to the 
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constant watchfulnoss of the people here and abroad, with the proba- 
bilities that the bills will be pat in for redemption and gold taken oatf 

Mr. Homer. Certainly. 

Mr. Walker. And your plan is not intended to meet anything of 
that kind at allf 

Mr. HoMEB; ^o, sir; it is simply a perfection of the national banking 
law. 

Mr. Brosius. Ton have said that the experience in the past has estab- 
lished the fact that the best security a note circulation can have is the 
bills receivable of the banks in the aggregate? 

Mr. Homer. Yes. 

Mr. Brosius. I have no doubt of the truth of that; but in an indi- 
' vidual instance may not a bank be so badly managed, may not such 
poor judgment be exercised in effecting its loans that those bills 
receivable might not be a security at all for its circulating notes? 

Mr. Homer. Undoubtedly. 

Mr. Brosius. If, in a given year, there should be a half dozen banks 
of the United States so conducted that their bills receivable would not 
turn out to be a security for their circulation, would not every holder 
of bank notes of those particular banks feel that the danger of loss 
from holding such notes might fall upon him unless there were some 
other security! 

Mr. Homer. Do I catch your question clearly — that the holder of a 
note of an insolvent bank might fear loss under this planf 

Mr. Brosius. Yes; that is, if the responsibility for the entire security 
is the bills receivable of that bank. 

Mr. Homer. Under the Baltimore planf 

Mr. Brosius. My point is whether there should not be some other 
security for the circulation of every bank note than the assets of the 
bank itself. 

Mr. Homer. We have given you that, Mr. Brosius, in the guarantee 
fund. 

Mr. Brosius. I know you have, and you have given to us, in the 
ultimate responsibility, the guarantee of the United States Government. 

Mr. Homer. Yes. 

Mr. Brosius. And I quite agree with you in that particular. But I 
wanted to direct your attention to what you said about the safety of 
the bills receivable of the banks as a security for their circulation. 
Suppose each bank stood upon its own bottom, and you can easily 
imagine a case where the bills receivable of a particular bank would 
not be any security at all. • 

Mr. Homer. That is true. 

Mr. Brosius. Then in order to make the holder of a bank note 
entirely secure there must be some other security than that of the 
assets of the particular bank! 

Mr. Homer. Yes. 

Mr. Brosius. You meet that contingency by your reserve fund? 

Mr. Homer. By our guarantee fund. 

Mr. Brosius. And you meet any residue of risk that may remain 
after the assets are exhausted, whether they are good or bad, and the 
5 per cent, by having the ultimate responsibility of the Government of 
the United States to give every man who holds a note satisfaction and 
peace of mindt 

Mr. Homer, That is correct, sir. 

Mr. Sperry. 1 should like to inquire whether you have made any 
calculation of the protit on circulation under the Baltimere plan or 
under the Carlisle plant , v^^^ir> 
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Mr. Homer. 'No, sir; I have not. 

Mr. Sperry. You would not be able to say whether the profits are 
such under the Secretary's plan aa to insure the banks making a x)rofitf 

Mr. Homer. The profit would be tsomewhat larger under the Balti- 
more plan than under the Secretary's plan, because while the Secretary 
gives us 75 per cent of our circulation he exacts from us a deposit of 35, 
which would leave 40 per cent of circulation. The Baltimore plan gives 
50 per cent with a deposit of 5 per cent tor the guarantee fund. The 
difference would be but slight, however. 

Mr. Sperry. Are there any features, aside from deposits of 30 per 
cent under the Secretary's plan, which under your pUn would be so 
objectionable to the banks as to prevent them from adopting it! 

Mr. Homer. Outside of that general guarantee! 

Mr. Sperry. Outside of the $30 legal-tender deposit on the $100. 

Mr. Homer. I am hardly prepared to answer that question, Mr. 
Sperry. The deposit of money for the circulating notes is more advan- 
tageous to the banks than a deposit of Government bonds, because the 
amount of currency issued against the same amount in dollars invested 
is larger. 

Mr. Cobb, of Alabama. Is it the premium on CTnited States bonds 
which alone gives the profit in circulation t 

Mr. Homer. No, sir; but that is one of the features. 

Mr. Cobb, of Alabama. Is it the main feature? 

Mr. Homer. If the premium is larger than the difference between the 
par and the amount allowed, the premium w^ould be the main element; 
but the feature is this: That on an investment of $114,000 we receive 
circulation to the extent of $90,000. 

Mr. Cobb, of Alabama. But you get interest on the $100,000! 

Mr. Homer. That is true; but we have staring us in the face a pre- 
mium account subject to fluctuations, which in a year like 1893, with 
much depreciation in the market value even of 'our Government bonds, 
would very materially impair the profits of the bank. 

Mr. Cobb, of Alabama. That is the reason I asked the question. I 
simply wanted to know whether that premium was the real and sole cause 
or the prime cause. 

Mr. Homer. No, sir; it is not; it is the fluctuations in premiums to 
some extent. 

Mr. Cobb, of Alabama. When not above par the profit of the banks 
would be greater! 

Mr. Homer. It would be greater; it would require the investment of 
less capital. 

Mr. Cobb, of Alabama. Then you would not have cause to complain 
of this want of profit, except for such loss of profit as comes from ordi- 
nary causes? 

Mr. Homer. There has been no complaint as to the profit under the 
Baltimore plan, and was none in the deliberations of the American 
Bankers' Convention. Our aim was to establish an elastic currency, 
and we kept in view the idea of creating elasticity and avoiding the 
other feature, which ties up more money than you receive, and which 
prevents elasticity in bank circulation. 

Mr. Cobb, of Alabama. You regard elasticity as a necessary element 
of profit! 

Mr. Homer. Xot only as a necessary element of profit, but as a nec- 
essary requirement of the conditions of trade. * 

Mr. Warner. Is it true that the less a currency system is obstructed 
the lower will be the interest! 
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Mr. Homer. Yes, sir. 

Mr. Warner, And when obstructed, to that precise extent you sim- 
ply pass on that charge, or the burden of that obstruction, to those to 
whom you lend money t 

Mr. IIOMER. Yes; that would naturally be the case. 

Mr. Wakner. And the less obstruction to you in getting currency 
the lower will be the interest! 

Mr. Homer. To a certain extent that is true, and it would perhaps 
be a general rule. 

Mr. Warner. And that is a corresponding benefit to the country, 
which accompanies the benefit to the banks in being able to get out 
currency easily t 

Mr. Homer. Yes. 

Mr. Walker. That applies just as well to excessive taxation. 

Mr. Homer. Upon the emergency 

Mr. Walker. I do not mean that; I mean upon the $17,000,000; if 
the taxation is excessive, that is a tax on the system. 

Mr. Homer. I have explained here that the purpose of this j)lan 
was to create an absolutely safe currency without a bond deposit. Now, 
if this committee or this Congress should feel that the banks have been 
too liberal in the creation of a guarantee fund, 1 am sure there will be 
no argument advanced against a reduction of that amount. 

Mr. Walker. But you present this to us as the ultimate result of a 
careful 

Mr. Homer. Of a conservative action. 

Mr. Walker. Of a careful and conservative action by a bankers' 
convention, the members of which know more about finances than all 
of us know, and, as one of your men said, more than we do, for he 
said that we were entirely incompetent to deal with the question, or, in 
fiu^t, to deal with much of anything else. So long as you take that 
position I do not know that I care to interrogate you further about it. 

Mr. Cobb, of Alabama. Do you think your plan gives us the cheapest 
currency consistent with safety? 

Mr. Homer. I think it does. 

Mr. Sperry. I have heard some criticism of the Baltimore plan by 
reason of tbe fact that the Government is made ultimately liable for 
the redemption of the bills. Would it be possible to modify the Balti- 
more plan and leave that responsibility of the Government out of the 
question, and administer it through the safety fund onlyf 

Mr. Homer. I believe, as 1 stated, Mr. Si)erry, that it would be abso- 
lutely safe under the rigid supervision of the Comptroller. I feel that 
tbe responsibility in this matter is small and technical only, and that, 
while it is technical, it is of sufficient force to assure the careful super- 
visioji and control of the banks issuing currency. 

Mr. Sperry. Then ycmr judgment is, to put the question another 
way, that under the sui)ervi*sion of Federal control and the safety fund 
you would regard the currency as being safe! 

Mr. Homer. 1 believe it would be a safe currenc5^ 

Mr. Sperry, Would it be as satisfactory to the people, in your judg- 
ment? 

Mr. Homer. I think not. 

Mr. Sperry. Do you mean it would be so unsatisfactory that the bill 
would not pass readily ? 

Mr. Homer. No, sir; I would nor hazard that, because it would be 
a good and safe note, in my judgment. 

Mr, Sperry A note that all the banks would accept! 
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Mr. Homer. Yes, sir. 

Mr. Sperry. Then the people would accept it! 

Mr. Homer. There would be no question at all about it, but I feel 
that a country as enlightened and as commercially active as our own 
ought to have the best circulation which can be created. 

Mr. Brosius. Do you think it is right for the government of any 
country to authorize the issue of any bank note for general circulation 
without guaranteeing the redemption of it? 

Mr. Homer. I am not an advocate of State-bank circulation. 

Mr. Bbosius. Keitber am I. 

Mr. Homer. I believe in having a good note; a note that will pass 
from hand to hand without the least question or doubt as to its bringing 
the amount for which it was issued. 

Mr. Sperry. A note under the Canadian system does not carry any 
Government warrant! 

Mr. Homer. No, sir. 

Mr. Sperry. A note issued under this system would be just as good 
as a Canadian note, would it not! 

Mr. Homer. I think so. 

The Chairman. Mr. Hepburn, who was to address the committee at 
this time, has informed the Chair that, owing to a previous engagement, 
he has been obliged to go to New York on the 4 o'clock train, and that 
he can not appear again before Thursday of this week. For that rea- 
son, and there being no other gentleman to ai)pear before the committee 
at th'is time, if there be no op»jection, the committee will stand 
adjourned until 10 o'clock to-morrow morning. 

The committee adjourned at 3.22 o'clock p. m. 



Washington, D. C, Wednesday^ December 12^ ISDI. 

The committee met at 10 a. m. 

Present: the chairman (Mr. Springer) and Messrs. Sperry, Cox, Cobb 
of Missouri, Ellis, Cobb of Alabama, Warner, Johnson of Ohio, Black, 
Hall, Walker, Brosius, Henderson, Russell, Uaugen, and Johnson of 
Indiana. 

On motion of Mr. Warner it was ordered that 250 preliminary copies 
of the report of the proceedings of the committee be furnished daily 
for the use of members of tiie committee. 

Mr. Johnson, of Indiana, and Mr. Cox pointed out certain inaccura- 
cies in the report, and were informed by the chairman that the matter 
was open for revision and correction, and that the corrected report 
only would i)ass into a permanent form and be presented to the House; 
and the chairman invited members of the committee to make all neces- 
sary corrections and hand them to the clerk. 

LETTER of MR. LYMAN J. GAGE. 

The chairman stated tliat he had addressed a letter to Mr. Lyman J. 
Gage, president of the First National Bank of Chicago, requesting 
him to appear before the committee, and had received a telegram in 
reply stating that it was impossible for ]\lr. Gage to appear before the 
committee, but that he would communicate his views in writing. The 
chairman had received a letter from Mr. Gage this morning; and, as 
that gentleman was a very eminent authority on the subject cf banking 
and currency, his letter would be printed in the report of the pro- 
ceedings. , ^^^1^ 
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Mr. Gage's letter was thereupon read by the chairman, and is as 
follows: 

First National Bank op Chicago, 

Chicago^ December 10, 1891. 

Dear Sir : 1 am honored by receipt of your request to appear before 
your committee on Saturday next, or on some day prior tiiereto, in re 
the recommendations of the President and the Secretary of the Treas- 
ury concerning the currency. 

The notice is so short that I can not arrange to be present in person, 
but beg very briefly to state here the conclusions at which I have 
arrived. 

Agreeing with the criticisms made by these officers of the Govern- 
ment as to the present weakness of our situation, and the great desira- 
bility of separating the Government from the direct responsibility of 
currency issues, I am persuaded that the country is not ready to accept 
their recommendations as to the methods proposed. In making any 
change the method should be so simple that all can comprehend it, and 
It should be seen that the incidental effects would not be in any direc- 
tion disturbing to trade, commerce, or industry. I believe that the 
"Baltimore plan" carries the true principles of a credit currency, but 
we cannot reach it by any one step, and years may intervene before it 
could be realized. In the meantime, the way for the Government to 
step out of the currency business and place the burden of redemption 
upon the banks is plain. 

Authorize the issue of 8250,000,000 of 2 J per cent bonds, payable at 
such time as Congress may elect (twenty-live years desirable), to be 
offered to subscribers at par. Aecei)t in payment United States legal- 
tender notes or Treasury notes, the same to be canceled. 

Amend the national-bank act so that banks can obtain note issue to 
the face value of bonds dei)osited as security for circulation, deduce 
the tax on circulating notes t^) one-half of 1 j)er cent. 

This done, national-bank notes wouhl make «;ood the vacuum caused 
by the retirement ot* Government notes; in fact, there would be some 
expansion under it, to be followed later by some contraction through 
forced redem])tion of bank issues, if it be true, as some claim, that the 
volume of circulating media in the United States is larger than can be 
maintained, and that the outflow of gold is nature's method ot equaliz- 
ing things. If this be so, if contraction through tiie exportation of 
gold, or by the retirement of a portion of the paper money, be a logical 
8equen<'e of our situation, then, in that case, the (Tovernment being 
safe from demands, the banks with cin-ulation outstanding would be 
obliged to bring their issues within narrower limits; but all this would 
work itself out, and need not be dwelt upon at length now. 

The problem is this: To take the Government out of the note-issuing 
business — 

(1) Without contracting the currency in the process. 

(2) VVithont inviting to expansion. 

Secretary Carlisle's phin is subject to the danger involved under the 
last suggestion. 

Yours, very truly, Lyman J. Gage. 

Hon. W. M. Springer, 

Chairman Banking and Currency Committee^ 

Washington^ D, C. 

P, S. — Were the above suggestions to receive serious consideration, 
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there are some features of the national-bank act that would require 
amendment in order to give note holders easier and cheaper access to 
the point of redemption than now exists. Eedemptiou agents in cities 
should be restores, but these are details which I will pass by. 

LETTER OP MB. EDWARD N. GIBBS. 

The chairman stated that he had also addressed a letter to Mr. 
Edward N, Gibbs, treasurer of the Xew York Life luaurance Company, 
requesting him to appexir before the committee. Mr. Gibbs had sent 
his regrets that he could not come, but had forwarded a brief state- 
ment of his views. This letter was likewise read by the chairman, and 
is as follows: 

New York Life Insurance Company, 

Xew York, December 11, 1894. 

My Dear Sir : In view of your courteous invitation, and my inability 
to api)ear before your committee, I venture to express, in much fewer 
woids than I should be able to do if present, views I entertain respect- 
ing the banking and currency question as it exists today. I should 
like to say — 

First, That, in my judgment, the legal-tender notes are the greatest 
danger our existing financial system has to contend with. 

Second. With some slight modifications, born of experience, our 
national banking system is, or can be made, the best in the world. 

Third. If the Government would retire from the banking business; 
that is to say, that portion thereof Ibrced upon it by the exigencies of 
the last war, refunding — with such deliberation us would prevent unnat- 
ural contraction of the currency — the outstanding legal-tender notos 
into a long time low rate of interest bond, available for banking pur- 
poses, the result upon the business of the country could be only helpful. 

Fourth. In this connection, such restrictions as experience has dem- 
onstrated as unnecessary, miglit wisely be removed from the national 
banking act, so that, based upon the new bonds, there should be suffi- 
cient profit to the national banks, South, West, North, and East, to pro- 
vide, as is their legitimate function, the paper money of the country. 
This would imply removal of existing tax on circulation and proper 
requirements for prompt redemption of circulation. 
Yours, truly, 

PiDAVARD X. Gibbs, Treasurer. 

Hon. Wm. M. Springer, 

CMirman Committee of BanTxing and Currency, 

Washington y D, C, 

The chairman also stated that he had sent an invitation to Mr. 
Enoch Pratt, of Baltimore, president of the board of trade of that city, 
and who was one of the gentlemen present at the convention of the 
American Bankers' Association at Baltimore. 31r. Pratt regretted his 
inability to attend, but had sent no statement of his views. Mr. George 
A. Butler, president of the Nation^il Tradesmen's Bank, of New Haven, 
Conn., the author of a pamphlet on the subject, copies of which were 
on the table, was present, and would address the committee. 

REPORT OF THE COMPTROLLER OF THE CURRENCY. 

Mr. Johnson, of Indiana, moved to have incorporated in the pro- 
ceedings that portion of the report of the Comptroller of the Currency 
which relates to amendments to bankin*? laws, and it was so ordered. 
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The portion referred to is as follows : 

"AMENDMENTS RECOMMENDED. 

"The act enumerating the duties of the Comptroller of the Oun-ency 
specifically requires that in his annual report to Congress at the com- 
mencement of its sessions he shall suggest "any amendment to the 
laws relative to banking by which the system maybe improved and the 
security of the holders of its notes and other creditors may be 
increased." 

"In compliance with the foregoing there were submitted at the last 
session of Congress certain recommendations looking to the amendment 
of existing laws. As yet the suggestions then made remain unacted 
upon, and therefore they are resubmitted. It is unnecessary to here 
set them forth in detail or again give the reasons then assigned in sup-- 
l>ort of them. In a general way it may, however, be stated they cover 
the following points: 

"That associations, if the present law is not changed as to a bofad 
deposit, be authorized to issue circulating notes equal to the par value of 
the bonds deposited; that the semiannual duty on circulation be so 
reduced as to equal one fourth of 1 i)er cent per annum; that the Comp- 
troller, with the approval of the Secretary of the Treasury, be em- 
powered to remove officers and directors of national banks for violations 
of law; that loans of any bank to its executive officers or employees be 
resti'icted; that the assistant cashier under certain conditions be au- 
thorized to sign circulating notes; that some class of i)ublic officers be 
€nii)owered to administer the general oaths required by the national- 
bank act; that bank examiners be required to take an oath of office; 
that the Comptroller be empowered to fix their comi)eusation, and that 
provision be made for supervising examiners. 

'' It is believed the taking of i)r<)i)er legislative action upon these pro- 
posed amendments wcmld be for the betterment of the system and pro- 
motive of the public good. 

"The amendments thus suggested, however, affectin tlie largest degree 
only the administrative features of the present national-bank act, and 
are of less relative importance than the remedyinir of any delects 
which may exist in the note issuing power vested by it in the banks. 
No section of the law should be disturbed wliich can not be materially 
improved upon and no amendment engrafted unless such amendment 
will work out better results than flow troni the existing order of things. 

"The present law, it must be conceded, has been successful in every 
material feature, excepting in the matter of bank-note issue, and here 
the failure has been but a i)artial one. The notes issued by the banks 
under governmental supervision have been uniform in a|>pearance and 
under any and all circumstances ot the full face value which they pur- 
"poTt to carry. They have possessed the first requisite of a good bank- 
note issue — immediate convertibility in coin upon presentation. 
. " It is probable that there could be no better plan for simj)ly insuring 
the note holder against loss than the present requirement of a deposit 
of bonds to secure a bank's circulation, but it is equally certain, how- 
ever, that a method could be devised not less safe in this respect and in 
addition thereto possessing that which is as essential and is now wholly 
wanting — elasticity of issue. The complaint therefore made against the 
present system is that, lacking in elasticity of issue, it fails to meet as 
fully as it ought the varying wants of the country's trade and com- 
merce. This defect must attach to every scheme for currency issued by 
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the banks against a deposit of bonds, the market value of wliich fluc- 
tuates while the percentage of issue, less than the value of the bonds 
granted the banks, remains unchanged. It must also be wanting in such 
a method because of the delay, in the face of a pressing need, occasioned 
by a tight money market or other reason, in securing and depositing the 
bonds required and taking out the circulation thereon. 

^^ But serious as is this fault, and retardful as it is to the business 
interests of the country, any attempt to remecly it which should lose 
sight of or in anywise make less certain the present unquestioned 
credit and convertibility of the bank issuer of the country could not 
be justified. It is a duty of Governments to see that the currency 
which circulates among the people ought always to be of the very- 
highest character, and the soundness of which should never be a sub- 
ject of inquiry. For thirty years the American people have had such 
a bank currency, and having seen the value of it, both here and 
abroad, they will not be content to have any innovation made unless 
such new departure insures not only equal but better results. 

" It is respectfully suggested that not only as good but better results 
would be obtained if the present banking act were amended by repeal- 
ing the provision thereof requiring each, bank as a prerequisite to 
entering the system and issuing bank-note currency, to deposit Gov- 
ernment bonds. 

"In lieu of such provision should be substituted one permitting the 
banks to issue circulating notes against their assets to an amount 
equal to at least 50 per cent of their ))aid up unimpaired capital. In 
order to guarantee the note holder against loss on accx>unt of the issue 
of any insolvent bank, a safety fund should be provided by graduated 
taxation upon the outvstanding circulation of the banks until the same 
should equal not less than 5 per cent of the total of such outstanding: 
circulation, such fund to be held by the (lovcrnment as an agent only 
and for the purpose of immediately redeeming the notes of such insol- 
vent bank. It should be as si)cedily as possible replenished by a first 
and a iiaraniount lien out of the assets of the bank and the share- 
holders' double liability. The redemption of such notes should be 
immediate upon presentation. Whatever other changes, if any, it 
would be necessary to nnike in the present system relative to current 
redemption of bank notes, and the (lovernment's position relative to 
the same and kindred matters, it is unnecessary to hen* set forth. If 
the reconnnendation here made, together with that which will follow, 
should receive consideration at the hands of Congress, a bill drawn, 
after careful study and investigation of the whole subject would neces- 
sarily embody all the details incident to a change from a bond to a 
safety fund security as a basis for bank circulation. 

" Before presenting what seems to the Comptroller to be as important 
a phase of the (juostion under discussion, and one which, if ])roperly 
worked out, would be of great benefit to the General Government, it is 
pertinent to state that the change in the form of security for bank-note 
issues proposed was sanctioned not only by the American liankers' 
Association, which recently met in Baltimore, but is indorsed by many 
of the leading financiers and students of i>oliticai economy in this anil 
other countries. It is end)odied in the Canadian bank system, and in 
part, at least, in the Scotch, English, and German systems. It is safe to 
say that a note-issuing bank's best assets are its good business notes 
falling due and paid each day, and that the loss attendant upon notes 
issued and circulated against such assets under vsystems permitting it 
has been comparatively nothing. Only by issuing against them instead 
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of against a bond security can any degree of elasticity in the note-issning 
function be attained. It certainly can not be reached in the present 
bard and fast line fixed by existing law. 

"As an aid in arriving at the proper per cent of taxation necessary to 
raise a fund sufficient to redeem the notes of failed banks and the expense 
incident to the conduct of the office of the Comptroller of the Currency 
the following, taken from official records, is submittc^d : 

Average annual circniation of national banks, 1864 to 1894 $282, 801, 252 

Ontstanding circulation of failed banks .1 17, 819, 541 

Cost to General Government on account of natiolial banks, as shown by 

the books of the Comptroller's Office 7,610,169 

Additional estimated cost 7, 732, 914 

15, 343, 08a 

Tax of one-fonrth of 1 per cent for thirty-one years. 21, 917, 073 

Tax of one- fifth of 1 per ct^nt for thirty-one years 17, 533, 674 

*'It will thus be seen that a tax on national banking circulation of 
one-fifth of 1 per cent would have repaid the cost of the national banks 
to the General Government, and also that a tax of one-fourth of 1 per 
cent would have redeemed the notes of all failed national banks; in 
fiswit, a tax of two-fifths of 1 per cent would have been ample to meet 
both the cost of that system and the redemption of the notes of failed 
national banks. Under the existing laws, the Government standing 
responsible for the redemption of the circulation of failed national 
banks, up to January 1 last, had there been no bond dei)osit whatever, 
the loss to it would have been but $1,130,253, and of this amount 
$958,247 represents the loss by banks whose trusts are still open ard 
will pay further dividends, thus reducing the amount last named. 

*' In considering the question of the benefits to the public of a bond 
deposit on the pait of the banks it is well to remember that the com- 
paratively few failures on the part of naticmal banks have not been 
because of any security given by them for their circulation, but because 
of prudent and honest management on the part of those in charge 
of them, and the careful supervision and examination of them by the 
officers of the Government. I ■ nder the same character of management 
and the same superintendency and watchfuhiess on the part of the 
Government, failures woukl not be more numerous under a change in 
the respect named, and therefore the deductions made from the facts 
of the past are a safe basis for caUnilations as to the future. 

"The changes thus outlined will, upon investigation, it is believed, 
prove to be safe in affording complete security to the note holder and 
give to the business interests of the country a note issue responsive to 
their needs. Within the measure of percentage of issue against assets 
granted the banks will be su(!h range as will enable them to keep out 
8ofiicient currency to meet the ordinary demands of business and to 
speedily takeout whatever extra amount is necessary toineet extraor- 
dinary occasions. It will not permit of an overissue if the notes 
issued under such system are convertible in coin on demand and the 
proper and speedy redemj)tion of them is afforded. The business world 
will use just such amount of them as is necessary to carry on trade, and 
the remaining ones, it being unprofitable to have them in circulation, 
will at once return for redemption. 

"The profit upon the issue of circulation to the banks by such change 
would be so augmented that it is giving to them a franchise for which 
it is suggested they should be called upon to make proi)er return to the 
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General Government. This return should not, however, be of such a 
character as to defeat the ends sought in the privilege given. 

"For a long time the chief source of embarrassment to the General 
Government and the cause of so great uncertainty in the business condi- 
tions of the country is the continual danger threatened by the use made 
of the currency issues of the Government, and the inability, when the 
revenues of the Government are inadeqnate, to maintain, except through 
bond issues, such a reserve of gold coin as is required by law. The 
current redemption of the legal-temler issues and the Treasury issues 
under the Sherman Act of 1890, and the reissuing instead of cancella- 
tion of the same, must always create distrust of the Government's 
credit abroad and at home, so long as the laws now upon the statute 
book remain unchanged. 

<*The General Gevernmentouglit to be wholly free from direct issuing 
and redeeming of notes to i)ass as money among the people. IN'o 
country yet has ever successfully engaged in so doing, and the experi- 
ence of the Government of the United States has proven no exception 
to the rule. The general cost and loss entailed upon the (jovernment, 
the repeated periods of uncertainty as to its credit, and the stability 
of our monetary system have been so great as to make the legal ten- 
der and Treasury issues of 1800 one of the extraordinary burdens 
pla<:ed upon the people. The relief given in increasing the volume of 
the circulating medium has been as nothing compared with the expense 
incident to maintaining the reserve in gold at all hazards necessary 
to keep intact the Government's credit and provide for their current 
redemption. 

"These issues ought to be redeemed and canceled, and tjie Govern- 
ment thus enabled to retire from the lianking business — a business for 
which it is so i)oorly adapted and e(juii)pe(l. The intention of those 
who lirst authorizecl the legal-tender issues was that it should so do at 
the earliest practicable moment, and the discussion then carried on in 
Congress is replete with such protestations. The lirst Congressional 
enactment signed by President Grant after his inauguration as Chief 
Executive was one reasvserting the determination of the Government to 
preserve unquestioned the public faith, and the closing clause of it 
was '* And the United States also solemnly pledges its faith to make 
provision at tlje earliest practicable period for the redemption of the 
United States notes in coin.-' 

''In the light of the present condition of the Government's finances, 
that which ought to have been done when there was a surplus in the 
Treasury can not now be undertaken, and the same conditions must con- 
tinue to weaken the country's credit and plague the lines of business 
unless a means is devised for removing these issues from the channel 
of current redemption until such time as the Government finds itself 
in such a i)Osition to do that which at first was the intent ot all — grad- 
ually redeem and cancel them. 

"If the franchise is granted the banks of issuing circulating notes 
against their assets instead of against a bond security, it is suggested 
that the banks in return should recompense the Government by reliev- 
ing the Treasury Department of the current redemption in coin of the 
present Treasury issues. The ultimate redemption, of course, must 
fall upon the Government, but the embarrassment does not arise from 
their ultimate redemption but from their current. 

" It is therefore suggested that if Congress shall repeal the provisions 
of the present act requiring the national banks to make a deposit of 
Government bonds in order to secure circulating notes, and substitute 
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therefor a provision giving tlieni instead the right to issue the same 
against their assets, it incorporates therein and as a part thereof that 
as a prerequisite to so doing the banks be compelled to deposit with the 
Treasurer of the United States legal-tender issues, or issues under the 
Sherman act of 189(), equal in amount to tlie difference between the per- 
centage of their capital stock of Issues granted against their assets and 
the total of such capital stock. The dei>osit thus made ought to remain 
with the Treasurer until the bank ceased either through voluntary or 
involuntary liquidation to do business, and in either case the Govern 
ment ought to then redeem and cancel such. Treasury issues deposited. 
It is only by such permanent deposit during the life of the bank that 
the issues named can be removed from current presentation for redemp- 
tion. 

*^As against this deposit of legal tenders and Sherman notes so made 
there should be issued to the banks dollar for dollar of national bank 
notesy either of the same or different design, as might be deemed best, 
that thus fixed the volume of the currency, as it is now contributed to 
by the issues of the Government, would not be contracted so long at 
least as the banks making such deposits are in existence. The per- 
centage of the bank notes issued against this deposit should be free 
from any taxtion imposed upon circulation, and ought to be such per- 
centage as is deemed equitable, to be used as a part of the banks' legal 
reserve held against deposits. 

"The law should make it incumbent upon the banks to deposit with 
the Treasury for the current redemption of such notes gold coin to an 
amount necessary to make sure tlie current redemption of them. The 
Government should not undertake or in anywise become responsible 
for the current redemption of these notes. Its responsibility should 
end with its redemption of the notes deposited to secure such circula- 
tion when the bank ceased to exist. At present a current redemption 
fund of 5 per cent of the outstanding circulation is found sufficient, and 
it is probable that in the future no greater amount would be required. 

"As already suggested, it is not deemed necessary to here enter into 
a discussion of details. The principle, if correct, can be incor])orated 
into a law framed in ruch a manner as to meet any objections, be 
just and equitable to all concerned, and while placing upon the banks 
a daily burden now borne by the Government, give them just compensa- 
tion in making circulation a source of legithnate and fair profit instead of 
loss. The elasticity of issue in national-bank circulation will be found 
in the percentage of issue against assets, subject to the necessary rate 
of taxation and secured by an adequate safety fund to guarantee the 
note holder against loss on account of the notes of insolvent banks and in 
a current redemption fund maintained for daily redemption. The Govern- 
ment will be aided, the bank given in exchange a dollar for every dollar 
deposited, and thus relieved of the loss incident to depositing an amount 
of its capital stock in excess of the return in notes granted it. No vio- 
lent contraction of the currency would follow such a course, but when- 
ever contraction would occur it would be not less gradual than would 
at other times the expansion incident thereto. 

" It is respectfully suggested that as a necessary element to the secur- 
ing of proper elasticity of issue in our bank-note currency, section 9 of 
the act of July 12, 1882, regulating the retirement and issuing of cir- 
culation to banks within a fixed period of lime, should be repealed, and 
also that such amendment should be made to the law as will necessitate 
the banks keeping in the otllce of the Comptroller of the Currency a 
sufficient amount of blank notes as will enable them to secure circula- 
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tion at once, instead of after a period of delay, frequently of sufficient 
duration as to make the issue unavailable to relieve the pressure exist- 
ing at the time of ordering the same. 

*^ It has been suggested from many eminent financial sources that the 
whole question of a banking and currency system ought to be referred 
by Congress to a commission, created by the proper act, appointed by 
the President, and clothed with proper authority. A commission, non- 
partisan in its character, comi)08ed of men of eminent abilities, could 
unquestionably devise a currency system sound in every part and one 
which would commend itself to every interest of the country. It could 
largely take the question out of politics and have it considered simply 
in its business aspects and upon merit alone; but if the present Con- 
gress is to enact a law upon the subject the appointmenf of a commis- 
sion could avail nothing. If, however, nothing more definite can be 
arccomplished, the question of the creation of such commission ought 
to be considered and acted upon.'^ 

STATEMENT OF ME. OEOEOE A. BUTLEA. 

Mr. George A. Butler, president of the National Tradesmen's Bank, 
of New Haven, Conn., addressed the committee. He said: 

Mr. Chairman and gentlemen of the coumiittee: I shall labor under 
some embarrassment, from the fact that I am not accustomed to this 
kind of business. My habits of mind are those of the library rather 
than of the committee room or i)latform. I have been ill, and left a sick 
room to come to Washington, and I have not come prepared to make a 
set speech of any kind, and I take it for granted that none of you would 
care to listen to an academic essay on the history and principles of 
money. I take for granted that you prefer to take up the existing 
condition of things, and if I think that there are any evils underlying 
them to be eradicated, to point them out; and if I have any ideas that 
remedies can be applied to them, to express such ideas. I assume that 
it is rather on that line that you would prefer me to speak. 

It is very difficult for me to know just what to say and just where to 
leave off. I will be brief. I hastily threw together yesterday after- 
noon, in a very rough form, a few thoughts to outline the situation, 
which seem to me necessary in discussing any plan of currency. The 
first thought which comes to my mind is this: That if the condition of 
the country to-day is not perilous it certainly is very serious, and to 
my mind it is one which naturally and deservedly causes a great deal 
of anxiety. 

I verily believe that the one great cause of the retardation of busi- 
ness improvement in the country to-day is the uneasiness which people 
throughout the country feel in relation to our national finances. We 
have a great many different kinds of money, and none of them com- 
plies with any strict economical princii)le of currency. There is not a 
single one of them (except gold) that is not in direct violation in some 
respect of well-known and well-accepted fundamental principles of 
currency. 

The situation to- day is very peculiar. There seem to be a redun- 
dancy of the currency, and then, again, there seems to be a scarcity of 
the currency. That situation is a peculiar one in any country, and, I 
think, a dangerous one. Now, what evidence have we of any redundancy 
in the currency! The one test which all nations at all times api)ly to 
currency matters is the movement of specie. If my memory doesnot 
play me false (for I brought no memorandum with me, and have to rely 
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on my memory for everything), within the past four years the net export 
of gold, together with the gold used in thearts and business, have been 
just about twice the a^nount ol the production of our mines. Now, thjat 
may take place from two causes — trom a redundant currency and from 
profound distrust abroad, Avhich leads foreign nations to send home our 
securities, which they held in large amounts. 

If the outflow of gold, which has been going on- so heavily for the 
past four years, is the result of a redundant currency, it will not cease 
until it has eliminated the suri)lus currency from our circulation ; and 
in that process it will be the best part of our circulation which leases 
ns. If the outflow of gold is one wholly or in part the result of fear 
abroad and of the sending home of our securities, the outflow will soon 
cease if it be'dependent on that cause alone. But, while it is merely 
a matter of opinion, Mr. Chairman and gentlemen, I do not think it can 
be demonstrated. But as a somewhat careful student and watcher of 
current events, I will venture the opinion that a large part of the gold 
has gone abroad as a result of economical causes flowing out of a 
redundmit currency. Kedundanc^y, of course, always operates to create 
a higher range of prices in the country until it increases imports and 
checks exports, and until gold goes out of the country. You are all 
familiar with the operation of this rule. Now, I have no doubt that 
there is a certain element of redundancy, which of itself, perliaps, is of 
no great importance except from a point of economy, which is growing 
out of the fact that none of our currency conforms to the movements of 
commerce and trade (not even our national-bank notes). 

There is not even a method of redemption, worthy of the name, by 
which activity can be given to the circulation. The redemption bureau 
is located in this city, removed from and out of the lines of travel of 
the great commercial and financial cities, making the redemption of the 
notes cumbersome and expensive to the banks. So far as I know of 
the custom of the banks in this matter, they only return to Washing- 
ton the soiled and badly mutilated notes. All the other notes they 
send to their correspondents in New York. With a central redemption 
(I mean a bureau of redemption in the financial center of the country, 
and with branches in the other semi-financial centers) the system might 
be made effective in the highest degree. Under the Suffolk bank sys- 
tem that redundancy and that sluggishness in the movement of cur- 
rency was never known, because all the other banks rushed their notes 
to the Suffolk bank, and the Suffolk bank sent them home twice a week. 
I think myself that there is a limit of redundancy. W^e have first the 
legal-tender notes and silver and silver certificates, which are limited 
strictly to a fixed amount. There is no system or way by which there 
can be any contraction or lessening of these amounts. The small amount 
of national-bank notes in circulation is too small in proportion to the 
whole of our circulation to have any effect on it in this respect, even 
although redemption were more eftective than it is. By removing the 
bureiiu of redemption from Washington to New York, the redemption 
of notes Avould be so much more frequent and effective that it would 
give more activity and flexibility, or elasticity, to the currency than 
the present method of redemption. 

I need not tell you, gentlemen, that there are times in the year when 
the country needs a very much hirger amount of circulation than it 
needs at other times. 1 hardly need to say that there is no possible 
way of getting another system of currency in this country to-day. The 
fatal defect of our Government currency lies in the fact that it has no 
connection whatever Aviththe conmierce, tbe industry, or the trade of the 
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country. It cau be put in circulation only in one way. It can be with- 
drawn from circulation only in one way. The Government can put it 
in circulation only in paying its debts. The Government can withdraw 
it from circulation only by raising it from dues. But there is no con- 
traction following out of that. There is no flexibility following out of 
that, because it is simply a transaction between one or a dozen individ- 
uals and the Government. 

Again, the Government has no legal means of maintaining any reserve 
against the notes that it may have in circulation. It has no assets. 
We have heard a great deal about faith, but laith does not butter bread 
nor parsnips. Neither does it redeem nor give flexibility or virtue to 
any currency. Confidence, of course, is necessary in all business. But, 
as I say, the Government has no legal way of maintaining any reserve 
which it must have now or must have in the future. T see no legal way 
now, because, while it is legal for the Government to sell bonds to make 
up its deficit, it is illegal for the Government, under the present cir- 
cumstances, to sell bonds to make good the reserve. At the same time 
that course is unnecessary, unscientific, and extremely expensive. I 
do not see why the selling of bonds might not be continued indefi- 
nitely. It seems very much like pouring water into a sieve and catch- 
ing it in another sieve. One million of legal-tender notes deliberately 
worked could take one hundred millions of gold out of the Treasury of 
the United States in any one year. Ten millions of legal-tender notes, 
worked to the full capacity that tliey might be worked, could withdraw 
a thousand millions of gold from the Treasury. 

I will not go into the process of it. You all understand that well 
enough. This process may go on, and it will not in any way affect any 
of the economical conditions bearing either on the currency or the trade 
of the country. It can not, in any degree whatever, affect the outflow 
of gold. That is independent of (iovernment transactions; it is purely 
economical. It is a question of exchange brought about by various 
causes. For instance, it is estimated that Americans spend abroad 
every year $90,000,000. Another 800,000,000 goes abroad for interest 
on various investments in this country held abroad. That is 
$150,000,000. Add to that $25,000,000 or $30,000,000 paid out for for- 
eign freight and $10,000,000 for insurance and sundries, making in all 
$195,000,000. Say that we receive $40,000,000 from immigrants who 
come into this country. There would be still lett $135,000,000 in the 
nature of maturing obligations against the country, independent of any 
commercial transactions. 

Now, Mr. Chairman, there are only two ways by which that immense 
amount of maturing obligations can be paid by this country— that is, 
by the product of its soil and industry, or by its gold and silver. Of 
course, gold and silver produced from our mines in excess of our own 
local needs are as legitimate an article of export as cotton, wheat, or 
petroleum. But we are met "by this fact: If our exi)ort8 exceed our' 
imports by $100,000,000 year after year there is still a variable balance 
of tratle. Now, the Government does not occupy any position by which 
it can come in and arrest that tendency and that outflow of the ])recioa8 
metals. It is piirely a question of commerce and trade, and to com- 
merce and trade it must be left. The Government is as powerless in 
the matter as a 10-year-old child. Selling bonds will have no effect 
upon it. And I wili inject this remark just here : It has been frequently 
urged on the Government to sell its bonds abroad and import gold. 
You can bring the mountains of Switzerland here just as well as you 
can do that. So long as these conditions exist gold will leave the 
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country, and the question which forces itself to-day on every reason- 
able man's mind is this, How long will that continue and the country 
remain on a sound financial basis? 

I am not an alarmist. I have been in the banking business all my 
life, from aboy up. I have been through all the panics, but I will confess 
that I have never seen the time when 1 felt more uneasiness in regard to 
the future of the country than I do at this hour. The question, gentle- 
men, is. How can this outflow of gold be arrested and the danger to our 
national finances be overcome? There is but one single way by which 
any country can arrest any undue exportation of its precious metals. 
That thing comes (whether voluntarily or otherwise) through an adverse 
condition of exchange which demands exportation of the preciousmetals, 
and which reacts on the banking interests of the country, causing the 
banks to contract their loans. That process ends in forcing down prices, 
so that in the country which the gold is leaving and in the other coun- 
tries to which it is flowing prices will be at par, making allowance, of 
course, for the cost of transportation, interest, etc That is the only 
method by which it can be corrected. 

If, Mr. Chairman, this difficulty is the result of distrust, and if it 
has grown out of the fact that foreigners have sent home our securities 
in large amounts, the trouble will probably pass away during the com- 
ing winter and spring. Congress can do much to relieve all this dis- 
trust. Nay, it can do enough to build up confidence and bring tens and 
tens of millions of dollars of foreign capital into this country, and then 
certainly this movement of gold would be arrested and the country 
would have nothing to further fear. But if this outflow of gold is the 
result of economic causes independent of any purely financial strife, 
gold will continue to go until it has eliminated the surplus currency of 
our circulation — until it has gone in such quantities as will put a pres- 
sure on all the financial institutions of the nation. It will continue to 
go until the people, who are even now crying about low prices, will be 
very glad to sell their products (1 am very sorry to say it, it seems so 
cold and cruel) at lower prices than they sell now. I am afraid that 
prices will go even lower before the arrest of gold can be made. 

Mr. Chairman, there have been immense changes in the natural rela- 
tions between the United States and other countries in relation to this 
country during the past four or five years. Some years ago I warned 
Western and Southern men against the probability of low wheat and 
low cotton. I told them (that which has now become a fact) about 
Bassia extending her railways into Western Asia, about Egypt raising 
wheat, and about India drawing from London £91,000,000 every year 
for seven articles of raw material — wheat, cotton, opium, rice, etc* 
To day the United States stands confronted with a competition which 
it never had dreamed of, and which apparently very few people in the 
country to-day seem to know anything about. It has western Asia, 
with Russian railways to bring its products to market. It has Egypt, 
it has India, and it has South America in its sweep. It is hard, dread- 
fully hard, on the farmers of the United States. But those who stand 
nearest to the soil have, from the foundation of the world to this hour, 
always had a struggle for a very moderate existence. I see no reason 
to believe that there will be any change in the future, but I see many 
reasons to believe that all the wheat and cotton producers of this 
country have got before them a long competition, and they must suft'er 
mercilessly from countries where labor is cheap and where the govern- 
ment does all it can to bring the products of the country into market. 

These questions, gentlemen, all aifect the finances of the nation, 
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because they all act to produce an adverse condition of exchange. I 
need not say to so intelligent a body of men that if we send abros^ less 
cotton, less wheat, less corn, less petroleain, something else mast goto 
take their place. I can see but one remedy, and that is brains. Brains 
in everything, in farming as well as in banking and manufacturing. 
Farmers must produce as cheaply as possible, and the country must 
<and it will) enlarge its lines of exports, and so, perhaps, arrest or retard 
the outflow of gold. 

But, Mr. Chairman, to bring this question right down before us. The 
•question of the hour is what methods Congress can adopt that would 
put it in .the power of the country to arrest in a natural way this out- 
How of gold and to relieve the impending danger which hangs like a 
pall over our whole land. Congress must do that which should have 
been done, in my judgment, a quarter of a century ago, relieve the 
interference of the Government with the commerce and trade of the 
individual. I speak with positiveness, because that is my way, and I 
cannot stop to pick out tine words. Just so long as the Government of 
the country stands between the manufacturer, the merchant, and the 
banker in every transaction there can be no certainty in the results of 
the labors of any of them. 

Mr. Chairman, I stand here to-day before you gentlemen of a wide 
exi)erience and versed in the study of legislation, and I must say that 
while I speak with confidence, I wish also not to be charged with a 
lack of respect and of modesty. But these things are not new. His- 
tory repeats and repeats itself. I will venture to say that any gen- 
tleman in this land may bring forward the most original financial 
thought that has been expressed in this country in the last thirty years 
and L will agree to duplicate everyone of those thoughts and show them 
to be a hundred or two hundred or four hundred years old. The mer- 
chant has suttered for generations and generations from the claims of 
kings, ministers, parliaments, and legislative bodies. He has suffered 
from a lack of their comprehensive knowledge of the principle of cur- 
rency. And, therefore, while 1 do not intend to pass censure or even 
criticism on the great legislative body of this country, I do want to speak 
with such earnestness as, if possible, to impress you gentlemen with the 
iinineiise responsibility that rests upon you. This country can not 
escape disaster unless something is done, and done quickly. I did not 
hesitate in 1880 to say that the resumption of specie payments did not 
settle i single financial question, and that every one of them would 
come up against us. I was also bold enough to say that if financial 
laws were not changed this country w(mld pass through one of the 
most severe panics and periods of commercial disaster ever known; 
but 1 was only applying a little pint of history to it. 

Now I will bring the question down to practical propositions and 
practical legislation. How can the Government get out of this matter? 
It seems to me that the method is simple. Let Congress pass a good 
banking and currency act. Make a i)art of this act (and you can not, 
in my judgment, have a good banking and currency unless you do so) 
the gradual withdrawal and destruction of the legal-tender notes* 
Aluch as the old State banks have been censured and maligned, the 
country never suffered the annual depression, the severe constrictions 
\n moving crops which it has suflered under our present financial sys- 
tem. With a circulation that nevc»r exceeded, at its highest point, 
$:i(M),(HK),(MH), there never was any difficulty then in moving cotton, corn, 
and wheat to market. The notes of the State banks expanded. The 
wheat, cotton, and corn came to market, and the notes followed and 
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went into the banks and remained there until another occasion of a 
similar character occurred. 

Can we, with our present currency, to-day do that work which the 
old State-bank currency did so well! As a little matter of history, I 
want to say that I do not believe that Connecticut could haveequii>ped 
her soldiers for the field in the late war had it not been for the old 
State-bank circulation. The greenbacks had not become plentiful 
enough, nor the national-bank notes. In my own institution we never, 
up to the time of the war, had been able, with the capital of $30<^,(J!00, 
to get out $225,000 of circulation. Under every effort we made to keep 
it out it remained about $125,(K)0, and even then we used to send it to 
Ohio, Illinois, and Indiana. But the work of preparing our soldiers for 
the field demanded more money, and ran our circulation up to $230,000. 
We practically violated the law to that extent, but the State got its 
funds, and, if it had not been for that, Coimecticut would have been 
vepy much embarrassed in preparing her soldiers for the field. 

After twenty-live years of study and thinking about banking matters 
I want to state right here frankly that I do not come before you as a 
novice presenting ideas which have dawned upon my brain during the 
last twelve months. If such was the case, and if I had not given the 
subject exhaustive study, I would have had no ] ight to appear before 
you, nor would I have a right, in my judgment, to put a single thought 
forward for the consideration of others. 

But any man who has given a special study to any subject, however 
humble and modest his mental capacity may be, is justified, I think, 
as the result of those years of study, in trying to impress his views 
upon others. Of course, others* need not take them unless they 
choose to do so. I did not intend to bring forward any plan of my 
own in reference to the currency question, for th^ sim]>le reason that I 
did not personally wish to do anything which might make me considered 
as in any degree antagonistic to what is called the Baltimore plan. 
That is the first concerted action on the part of bankers to obtain any 
legislation in regard to banking and currency. But it is not in every 
respect just what I want, and I hope that in the final draft of the biU 
it will be somewhat modified. 

I have refused to make my own views public until a few days ago for 
just that reason, but when I saw in the papers that the Secretary of the 
Treasury would recommend a bill to Congress I felt that there was no 
need of my keeping back, because I know that any views which I may 
express would not be considered antagonistic to the Haltinjore gentle- 
men. I want to say that in justice to myself, and also in justice to the 
Baltimore people and the Baltimore plan. 

The bankers in Baltimore have done something which I have never 
known banking men to do before in all my experience. Bankers are 
the worst kind of people for combining, and I want to payto the Balti- 
more people my unqualified approbation in that respect. If Congress 
will pass the Baltimore plan I have nothing to say; but if this com- 
mittee is going to prepare, as it probably will, a measure for consider- 
ing the Baltimore plan and the Comptroller of the Currency plan and 
the plan of the Secretary of the Treasury, then I do not know why I 
might not come forward and put in my little plan. 

1 differ somewhat from either of the other plans, not in their funda- 
mental features. None of these other j)lans provides for redemjition in 
a large city like New York. Now, I think that a redem]>tion bureau 
located in the city of New York is vital to any system of paper money. 
There is no reason in the world why such a bureau should be located 
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in Wasliington. Lt is not a governmental office. It has no connection 
with the Cabinet. The Comptroller of the Currency has nothing to do 
with the President and has very rarely to consult with the Secretary 
of the Treasury. His business is thoroughly a financial banking busi- 
ness. His office is the head office of the national banking system, and 
it should be located in the greatest financial center of the United States. 
That will make redemption so effective that there need not be fear of 
any inflation. 

I want to lay stress on that particular feature, and I also want to lay 
all the stress that I possibly can on the ninth section of the plan which 
I submit, and that is that for every $100,000 of bank notes put into 
circulation there shall be $75,000 of legal-tender notes retired. The 
amendment which I have sketched out would require a reserve of 25 
per cent in specie, so that if a bank issues $100,000 of currency and 
keeps $25,000 in specie that will leave the currency in precisely the 
same amount as before. 

But it may be said that this will not operate to prevent a redund&nt 
currency; but such is not the case. Put the redemption agency in 
New York and 1 will guarantee that no bank will hold on to the notes 
of other banks. Every banker will be against every other banker in 
the country, and will send the notes of other banks home just about as 
fast as they are received, so as to make space for his own notes. That 
will have a tendency to localize the circulation ; that is, the circula- 
tion of each bank will have a radius around its own institution, instead 
of spreading all over the country, and it will relieve any superabundant 
currency that may be in circulation. 

I will not say that there may not be a little element of inflation from 
any paper money convertible into specie on demand, but 1 say that if 
the plan which 1 have sketched shall become law that inflation can 
never be any but a very slight one. It never can be so great as to 
jeopardize the solvency of the institution or the permanency of specie 
payment. 1 have no hesitation in saying, gentlemen, from an experi- 
ence of thirty years as a banker, and as a man who, although young at 
the time, took a great interest and prepared very elaborate tables of 
the circulation of Connecticut banks and of redemption through the 
Suffolk bank system — I have no hesitation in saying, I repeat, tjiat if 
Congress will adopt any one of the bills before you, giving a little 
larger scope to the Baltimore plan and putting this redemption feature 
into the plan of the Secretary of the Treasury, this country will have 
the best system of banking and currency which the world has ever 
known. 1 am not afraid to stand before you gentlemen and stake my 
reputation upon it, and I would even go farther if this were a mon- 
archy, and would stake my life upon it and not fear taking any risk. 

Just one word more audi am done. The question comes, How shall 
we deal wit\^ the State banks? 

The Chaibman. I suggest that you read a brief synopsis of your 
plan. 

Mr. Butler. I formulated my ideas very briefly into the draft of a 
bill as follows: 

AMBKDMKNT TO THE NATIONAL BANKING ACT. 

First. All sections and parts of sections relating to the deposit of United States 
bonds to secure the circulation of the banks, and in any way relating to such bonds, 
are hereby repealed. 

Second. Hanks organized nnder the national banking act, or that may be organized 
under said act, may receive from the Comptroller of the Currency circulating note» 
to the amount of 75 per cent of their paid up and unimpaired oapital. 
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Third. Notes of the denomination of less than $10 are hereby prohibited. 

Fourth. Each bank shall keep a reserve in specie equal to 26 per cent of its average 
ontstanding circulation. 

Fifth. On the second Tuesday of January and July of each year the banks shall pay 
to the Treasurer of the United States a tax of 1 per cent upon the average circula- 
tion for the six months preceding, and ending December 31 and June 30 of each six 
months, until such tax shall have formed a fund to the amount of $3,000,000, after 
paying therefrom such charges as shall hereinafter be provided; then, thereafter, the 
said semiannual tax shall be one-half per cent upon the average circulation for each 
six months thereafter, until the said fund shall amount to $10,000,000 ; then, thereafter, 
the semiannual tax shall be one-fourth per cent for each six mouths until said fund 
shall amount to the sum of $20,000,000. 

Whenever said fund shall amount to the sum of $26,000,000, the Comptroller of 
the Currency shall assess the banks such per cent upon their average circulation as 
may be necessary to defray all of the expenses of the department of the Comptroller 
of the Currency, and to keep unimpaired said fund of $20,000,000: Provided, That 
the Comptroller of the Currency shall not assess the banks at a rate greater than I 
per cent upon the average circulation for each six months of each year. The Treas- 
urer of the United States shall keep said fund, created and maintained by said 
semiannual tax on the circulation, separate and apart from any and all of the gen- 
eral funds of the Government. It shall not be counted as any part of the general 
fund, nor shall it be entered into any statement of the resources and liabilities of 
the United States. 

Sixth. The Treasurer of the United States shall provide a vault for the safe- keep- 
ing of said fund, which vault shall be known as the national-banks' vault, and shaU 
be used for no other purpose than that of the banks. 

The said fund shall be designated and known as the guaranty fund of the national 
banks. The Treasurer shall provide books, which shall be kept and used for said 
fund only. The Treasurer shall pay out of said fund the cost of providing vaults and 
safe-keeping thereof, and shall pay out of said fund the cost of preparing plates 
from which the noteis of the banks shall be printed, together witn all expenses of 
printing and delivering the notes to the banks, and every expense of the department 
of the Comptroller of the Currency, and for a suitable building for said department, as 
hereatter provided, and the balance of said fund shall be kept for the sole purpose of 
redeeming all notes of insolvent banks that may not have assets sufficient to pay all 
the debts of such insolvent banks. 

The department of the Comptroller of the Currency shall be located in the city of 
New Yorx, and the 25 per ceiut reserve shall be kept at the department of the Comp- 
troller of the Currency. The Secretary of the Treasury of tne United States shall 
buy a suitable lot in the city of New York, and shall cause to be erected thereon a 
building such as may be needed for the department of the Comptroller of the Cur- 
rency, and shall cause to be erected in said building ample and safe vaults for the 
-Mtfe-keeping of the reserve on the circulation of the banks. There shall be a board 
of control, consisting of not less than five presidents of banks, to be selected by the 
clearing house of the city of New York. The Comptroller of the Currency shall be 
chairman of said board of control. 

Said board of control shall have charge and custody of the reserve, and shall make 
such regulations for the safe-keeping of the reserve as they may deem best. 

Oue-nfth of the reserve shall be under the immediate control of the Comptroller 
of the Currency, for the prompt redemption of all notes that may be presented for 
redemption. 

Four-lifths of the reserve shall be kept in a separate vault, which shall be so con- 
structed and arranged, and provided with locks, that the vault can be opened only 
by the joint action of a majority of the board of control. 

Whenever the Comptroller of the Currency shall have redeemed notes of any one 
bank to the amonut of $1,000 he shall return them to the issuing banks, which shall 
immediately reimburse the Comptroller for such notes. The lot, building, vaults, 
otc., shall be paid for out of the guaranty fund. 

All banks that shall come under the provision of the national banking act, after said 
buildings, vaults, etc., shall have been paid for, shall pay the same semiannual tax 
as was paid by other banks and for the same period of time that all banks may^ con- 
tribute their just share to the expense of establishing this system of currency. 

The title to said lot, building, etc., shall be in the Secretary of the Treasury of 
the United States in trust for the banks. 

In the event of any change in the national banking act, or in the event of its repeal, 
which shall make this property no longer necessary for the purpose fur which it 
was provided, it shall be sold at public auction to the highest bidder, unless sold at 
private sale by the board of control, who shall have the power to do so, and the pro- 
ceeds of such sale shall be divided among the banks in proportion to their contribu- 
tion to the same. 
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Seyenth. Any bank organized nnder the laws of the State in which it is located 
may receive circalating notes from the Comptroller of the Currency to the amount of 
75 per cent of its paid-np and unimpaired capital, upon a vote two-thirds of ita 
stockholders, making the word " national'' a part of the legal title of the bank, and 
accepting all of the proyisionB and conditions of the national banking act. 

Eighth. The banks may Ireely use their reserve in time of panic, or in time of 
great and unusual apprehension and alarm, and such use of the reserve shall not be 
to their prejudice in any manner whatsoever, but shall be deemed the wise and proper 
use of a fund created by law to be kept through all ordinary times, to provide a fund 
to be used in an emergency. But the banks shall restore their reserves to their nor- 
mal amounts whenever the Comptroller of the Currency shall determine that the 
emergency warranting its use no longer prevails. 

Ninth. For every $100,000 of bank notes put into circulation $75,000 of the legal- 
tender notes shall be redeemed and destroyed. The Secretary of the Treasury ma^ 
sell bonds of the United States in such amounts as may be necessary to carry this 
out. Said bonds shall be for such length of time, rate of interest, ana all other con- 
ditions and rej^ulations as the Secretary of the Treasury may deem best. Previoua 
acts and laws in regard to the sale of bonds of the United States are not to be con- 
sidered as in any w^ay relating to tiiis act, or in any way restricting the Secretary 
of the Treasury in the issue and sale of such bonds as may be necessary to give force 
and virtue to this act. 

Tenth. Before issuing a certificate authorizing a bank to begin business, the Comp- 
troller of the Currency shall oanse careful inquiry to be made as to the character 
and reputation of those proposing to organize a bank, and if they are not found to 
be of good character and reputation he shall not give the certificate. 

Any section or part of a section of the national banking act conflicting with any 
of these amendments thereto are hereby repealed. 

Tbe question often arises as to how the State banks are going to do. 
It is a very simple matter. We shoald maintain, in my judgment, th& 
unity of the currency. It should be the same all over the country, 
and therefore any bank issuing currency should issue it as a national 
currency. The word '* national" should appear upon it and it should 
be a part of the legal title of the bank. The simple process of two- 
thirds of the stockholders of a State bank voting that it shall be a 
State national bank and that they accept the provisions of the national 
bank act is all that is necessary. There is no use in preparing a 
different kind of note for State banks. That would be a cumbersome 
and embarrassing business. 

Now, Mr. Chairman, I thank you and tbe gentlemen of the commit- 
tee for giving me your attention, and I will answer such questions as 
any member of the committee may choose to put to me. 

Mr. Johnson, of Indiana. The mode that you suggest for State banka 
coming in under the proposed system really makes them national banks, 
does it not? 

Mr. BUTLEE. Certainly. 

The Chairman. So far as the currency is concerned? 

Mr. BuTLEB. I do not know why they should not come in under the 
national banking act the same as other banks. If they do not, let 
them not have any currency issued to them. They are national banKs 
under the same conditions. 

The Chairman. Tou do not require that the State banks shall give 
up their local charters in which they may have special privileges? 

Mr. BuTLEB. If they have some special privileges, they can main- 
tain their charter by complying with the stipulations of the national- 
bank act. 

The Chairman. In view of your own experience as a banker, do 
you think there should be two kinds of currency in circulation in tbe 
United States, one kind State currency and the other national cur- 
rency? What would be the eflFect in practical dealings if one of these 
kinds of currency should be deemed a little better than the other even 
without producing a nominal discount? 
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Mr. BxjTLEB. I thiuk tbere would be a preference given to tlie- notes 
which carried the word "national" on them. 

The Ghaibman. Then what would be the effect upon the other notes? 

Mr. BuTLEE. It would tend to limit their circulation very materially.' 

Mr. Waenbe. They would be sent home for redemption more 
promptly ? 

Mr. BuTLEB. Ye8. 

Mr. Wabneb. As to that matter of redemption, you are familiar 
with the Suffolk plan by^ actual experience? 

Mr. Butleb. Yes. Let me say one word as to that. After this large 
expansion of the notes of our national bank to fit our soldiers for the 
field, our excess of currency came back inside of ninety days and we 
never could put it in circulation again. That is the ioiportant part of 
the whole thing. 

Mr. Wabneb. In your mind the elasticity of circulation results 
first from a lack of obstruction in putting it out, and then from a lack 
of obstruction to paying it in by those who hold it? 

Mr. Butleb. Not wholly. Banks must have in their possension an 
amount of not-es in excess of ^hat they keep out. 

Mr. Wabneb. You mean till-money? 

Mr. Butleb. Yes. 

Mr. Wabneb. But with that exception, that will be the case? 

Mr. Butleb. Yes. 

Mr. Wabneb. Your suggestion is that the present redemption facil- 
ities should be added to by haWng such facilities for redemption at one 
great city like New York, or at several centers, so as to bring in the notes 
more promptly for redeinjition when they are not needed for business? 

Mr. Butleb. I would have the main redemption bureau in the city 
of New York. 

Mr. Wabneb. With theobject of bringing in the notes more promptly 
when they are not needed for business? 

Mr. Butleb. With that sole object; for a speedy, prompt and forci- 
ble redemption. 

Mr. Wabneb. Somewhat in the manner, and with the intention of 
having a similar effect, to that which we experienced under the Suffolk 
bank system? 

Mr. Butleb. Yes. 

Mr. Wabneb. Yesterdayadistinguished banker expressed afear that 
if that extraordinarily prompt redemption which used to be attained 
by the Suffolk bank system should be applied to all the currency of 
the country we would be in danger of a terrible currency famine. 
Have you any such apprehension? 

Mr. Butleb. It could not possibly happen. 

Mr. Wabneb. You have no apprehension of that at all? 

Mr. Butleb. It could not happen. 

Mr. Wabneb. Your idea is that the greater facilities there are for 
redemption the better? 

Mr. Butleb. The greater and sharper the redemption facilities of the 
ooantry are the greater work the currency will perform. I make the pre- 
diction that if you carry out any of the plans belbre you (whether the 
Baltimore plan or the plan of the Secretary of the Treasury or my own 
plan) and put a redemption bureau in the city of New York the business 
of the country could be carried on better with $200,000,000 less currency 
than there is out to-day through the effectiveness of redemption and 
throagh the activity of circulation. 

Mr. Wabneb. The amount of circulation would thus adjust itself 
automatically to the business needs of the country? , ^^^i^ 
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Mr. Butler. Undoubtedly, unquestionably. 

Mr. Warner. And that is desirable? 

Mr. Butler. It is the most desirable thing. 

Mr. Warner. And you do not believe there would be any dangei 
in it? 

Mr. Butler. I think there could not be. I will go further and say 
that that is the one great dominant virtue — that the redemption system 
would act as a financial barometer to every bank in the country, notify- 
ing them of danger. Whenever there is a little disturbance in business 
there would be an increased redemption of the notes of the bank, and 
the moment their notes came back to them in a little larger quantities 
they would know that there was a little overtrading and that there 
was danger ahead. 

Mr. Warner. If the Suffolk bank system were so perfect in its oper- 
ation would it not be fair to assume that if the Government repudiated 
all responsibility for the redemption of notes the banks would arrange 
a volunteer plan very much better than the present plan ? 

Mr. Butler. The Suffolk bank system was only local. It was a 
New England ifistitution. Bankers are a. pretty good kind of men, but 
you can not trust them in everything. 

Mr. Warner. Did we not have a pretty good system in New York 
at that time? 

Mr. Butler. Yes. 

Mr. Warner. And, in fact, was there not a pretty good system in 
every part of the country where finance was well developed? 

Mr. Butler. The notes of our bank were sought in almost every 
State in the Union. 

Mr. Warner. And they came back for redemption? 

Mr. Butler. They did, and we always took care of them. I have 
talked with a good deal of confidence before you, and now I want to 
give you one little bit of personal reminiscence and history which 
I hope will help to give what I have said a little more weight than it 
I>erhaps would otherwise have had. The institution which I have 
the honor of representing, beginning with the panic of 1873, had never 
failed to cash any note presented to it. It had never failed to furnish 
cash for the pay rolls of its manufactuiing customers. It had never 
refused a dollar of discount to any of its customers up to the maximum 
which it had promised to supply; and it never has borrowed a dollar. 
But I do not hesitate to ant.agonize the interest of bankers in large 
cities, and in my own city, and I say that a reserve of 25 per cent in New 
York, Philadelphia, Boston, and Chicago is not enough. It has been 
proved over and over again that it is not enough, because, let the New 
York bankers say what they will, they do suspend in every panic and 
we do not. The New York Clearing House is simply a cash suspension. 

Mr. Warner. The other bankers have their deposits in the New 
York banks. 

Mr. Butler. Yes; and the draft upon them on that account is larger. 

Mr. Warner. They — the New York banks — have to carry the outside 
bankers in this fashion. That is the trouble. 

Mr. Butler. Yes. I said just now that bankers are a good class of 
men, but you can not trust them entirely. The desire to make money is 
too strong. Now, the problem of a large reserve and yet a flexible 
reserve is a very delicate one. In my pamphlet I have attempted to 
deal with it. and I think quite successfully. That is, that the banking 
act should compel the banks in the large cities to keep a reserve of 
33^ per cent. In cities of over ten thousand inhabitants I am inclined 
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to think that there should be an average reserve of 25 per cent, and in 
smaller towns a reserve of 16 per cent. 

Mr.^ Warner. And they should not be allowed to deposit the greater 
part of it in the city banks? 

Mr. BUTL.ER. They should keep a part of it at home. We never go 
along ourselves with a reserve less than 25 per cent. Our state- 
ments to the Comptroller of the Currency will show that our average 
reserve is larger than 25 per cent. Of course we could not go through 
the panics as we did if we did not keep a larger reserve than 15 per 
cent. Now, I come here as a banker and I antagonize my own busi- 
ness and I say make it expensive for the banks to issue too much cur- 
rency. If you give them the right to issue currency, make it expensive 
enough on them to make the currency good. Give the country as good 
a currency as it can get. If the banks do not wish to pay the expense 
of this good currency they are not obliged to take out. There are 
other banks that will take it out, and the man who wants to growl 
about it, let him growl. 

As to the guarantee fund, I made some figures embracing twenty- nine 
years of the national banking system. Take all the national banks that 
have failed within that twenty-nine years and if you had not only made 
the notes payable out of this guarantee fund, but the deposits also, that 
fund would have paid every dollar lost by depositors as well as every 
dollar of notes, and there would have been more than two and a half 
times the amount left in the Treasury. In other words, in the twenty- 
nine years the banks have paid into the Government seventy-nine 
millions as a tax on their circulation, and if that had been applied to 
paying the depositors in failed banks as well as the notes of failed 
banks^ it would have paid every dollar of it and still left fifty-two mil- 
lions m the Treasury. Now, an experience of twenty-nine years that 
leaves such a result as that gives no ground to any fair-minded man 
to complain that the currency of this country is not safe as it can 
possibly be. There is no more possibility of a man losing a dollar now 
under the Baltimore plan or under my own than there is of his being 
translated. 

Mr. Warner. Is there any danger under the Secretary's plant 

Mr. BxTTLER. I do not think so. 

Mr. Cox. I want to draw your mind back to the State-bank system. 
Ton made the remark that when these State banks were in existence 
there was no difficulty in moving the crops and that they were a great 
aid in that purpose. Now, if the State banks should make their notes 
as safe as the notes of the national banks can there be any objection 
of their issuing bank notes? 

Mr. Butler. In some respects I am very much in sympathy with 
your question, for the reason that I have never believed that, strictly 
si)eaking, the Government of the United States has any business at 
all in reference to banks. 

Mr. Cox. I agree with you there. 

Mr. Butler. And certainly has no business to make a note legal 
tender. Anybody who studies the Constitution and reads the decision 
of the Supreme Court of the United States in relation to legal tender 
is perfectly confounded. The Government has one power over banks, 
and that is the power of taxation. It. can tax us out of existence, but 
it can not tax us into existence. But, as the country has settled down 
to the idea of a national banking system, and has become so imbued 
with the beauties of the unity of circulation, and as I no longer believe 
that it is worth while to struggle against the unconstitutional decisions 
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of the Supreme Court (at least what I consider such) it has become » 
matter of general acceptance, and there is so much value in a unity of 
circulation that I think the State banks ought to be willing to give way 
to it. 

The value of having all the currency throughout the country of the 
same kind is very great, and nobody is contending to-day, and never 
will contend against the right of the Oeneral Government to pass a 
national banking law. That power is conceded, and bowed down to 
(though with very stiff knees on my part). If Congress has any right 
to do anything with the currency at all except to coin gold and regu- 
late the value of coins, I think that the banking system should be 
made one which applies to the country as a whole, aud that any bank 
which wishes to issue notes should come in under the national bank- 
ing system. 

Mr. Cox. You have put your answer entirely on the ground of unity 
of system ! 

Mr. Butler. Yes. 

Mr. Cox. Is it not now the case in this country, and is it not well 
known in all financial centers that, in certain places in the country^ 
there is more money than there is any use for, and that in other places 
(especially in the South) there is hardly enough mo ney to transact busi- 
ness f Do you not find that state of affairs uowt 

Mr. BuTLKB. That we can not remedy. Money goes where the accumu- 
lation of wealth is. I was passing through Alabama and Louisiana some 
years ago in an observation car with several Southern bankers, and one 
of them said to me: ''What we want, Mr. Butler, in the South is more 
money." I said, "What for!" I said, *'If you draw a check upon a 
bank for $1,(KH) and you have an account there to that amount have 
you any trouble in getting the money!" **No." *' If you sell 100 bales 
of cotton to a responsible man have you any trouble in getting the 
money for it!" " No." "If a responsible man owes you $1,000, have 
you any trouble in getting paid!" "No." "Then," said I, "what do 
you wan t more money for ! " He said, " To develop the country." " Oh," 
said I, "what you want is more capital." "Now," I said, "I can not 
conceive how under heaven the Oovernment can put the money in circu- 
lation at all; but suppose the Grovernment can do just as a great many 
people in the South and West want it to do, give us more money, what 
will be the' result! Perhaps 10 per cent of it," I said, "will stay with 
you because it will cause a slight rise in prices. The 90 -per cent will 
go to New York and New England banks because those States hold the 
accumulated capital of the country, and money goes where capital is. 
By this infiation you would have created a condition of things where 
you would want 10 per cent more circulating capital for business, but 
you have not created anytliing from that capital and you have put your- 
self in a tighter box than before." That is the operation of inflatiou, 
and it must be so. Yet the people who do not make a study of thia 
thing do not understand it, and a great many x>eople can not compre- 
hend the subject anyway. 

Mr. Cox. Your idea was that there is no necessity for any State 
institution in the way of banking, but the ground you put it on a 
moment ago is that we must have a unity of currency. My first ques- 
tion assumed the issue by State banks of notes absolutely good. It is 
not a question for us to decide whether the people need those notes or 
not. Can it be possible to pass any note except it is absolutely good 
over the counter of a bank under the present condition of things! 

Mr. BuTLEB. In answer to that I will say that while lam only giv- 
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ing my oi¥ii x>er8onal prefereuces, if a bill were prepared driving to 
State banks a little peculiar advantage in regard to that, I would not 
be antagonistic. I do not think it vital, bat I prefer the other way* 
That is all a matter of preference. 

Mr. Cox. Always assuming that the currency of State banks is good,, 
you see no objection to its issue t 

Mr. BuTLEB. No. 

Mr. Johnson, of Indiana. Aside from the question as to the consti- 
tutionality of the law taxing State-bank issues, are you not of opinion 
that soundness and uniformity in the currency is much more likely to- 
be secured and maintained by one system of note issue under direct 
Federal control, than by leaving each State to devise a system of State- 
bank issue for itself! 

Mr. BuTLKB. There can be no question about that. 

Mr. Johnson, of Indiana. Is it not your opinion that a change in the 
existing currency system, along the line of the Baltimore plan, which 
will dispense with rigid bank security for circulating notes and supply 
m flexible currency, obtained under what is known as the safety system, 
will meet, as far as possible in the nature of things, this complaint of 
lack of money in the mral and sparsely settled districts where money 
18 wanted at some time to move the crops and is not so much needed 
at other times! 

Mr. BuTLEB. I recognize that there are a good many places where 
there are small banks and where the need of faeilities for circulation is 
just the same. A local bank, though small, will be able to give you all 
the local circulation you want, in my judgment. 

Mr. Johnson, of Indiana. You were asked if you thought it iwssible 
that bad State-bank notes could be paid out over the counter of a bank* 
Now, is it not a fact that under what is known as the old State- bank 
regime which prevailed in this country before the war that was often done T 

Mr. BtTTLEB. Tesj that was often done. 

Mr. Johnson, of Indiana. Also, that the trouble with bad currency 
consiste in the fact that it gets into circulation under the impression 
that it is good, whereas in point of fact (owing to some defect in the 
law or to some administration of the bank) the bank is not sound, and 
immense loss is occasioned to the public! 

Mr. BuTLEB. Under any system that we are contemplating now, the 
provision which admits any State bank presupposes that the Comp- 
troller of the Currency sees that it complies with all the conditions 
required of the national banks. 

Mr. Johnson, of Indiana. Does that not make it a national bank! 

Mr. BuTLEB. Practically, but the State banks maintain their sepa- 
rate charters all the same. 

Mr. Johnson, of Indiana. Is it not a fact that during that old regime 
bank notes circulated right along at a discount, and that the necessi- 
ties of some men and that the exegencies of trade required people to 
take these bad notes at a discount! 

Mr. Butler. There were bad notes in circulation, and considerable 
evil was caused by them. 

Mr. Johnson, of Indiana. Is it not also a fact that bad bank-issuing 
systems in this country were maintained in some States right along, 
notwithstanding better examples afforded by good banking systems in 
ether States! 

Mr. BUTLBB. The banks in some States were very mu<;h better than 
in others. I do not want to say that any were bad, but some of them 
were rather defective. 
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Mr. Johnson, of Indiana. In yonr opinion are there not more oppor- 
tunities for failure from having a number of systems of note issues than 
from having one simple system t 

Mr. Butler. I think that that is possible. I would not wish to call 
it probable, but it is possible. 

Mr. Cobb, of Alabama. Do you believe that there would be any- 
material danger in repealing absolutely the 10 per cent^tax on State 
banks! 

Mr. BuTLBB. Yes; very probably there would be. 

Mr. OoBB, of Alabama. With the condition of the country so varying 
from what it was in former days? 

Mr. Butler. I would not do it. I want it distinctly understood that 
I would not favor any paper money of any kind except by the with- 
drawal of some other, unless it were to meet a certain political 
■emergency. 

Mr. Cobb, of Alabama. Is there to-day existing a condition of things 
under which wild-catting is possible! 

Mr. Butler. There is very little wild-catting now. Banking has 
become more widely known and banking men have become better 
known to each other. Any bank that would attempt anything of that 
kind would be crushed out very quickly, almost before it got started. 

Mr. Haugen. How crushed out — by legislation or by public opinion t 

Mr. Butler. If I thought that there was wildcatting going on, I 
would sit down and write to the Comptroller of the Currency that he 
had better investigate it. 

Mr. Haugen. If the State-bank tax were repealed, there would be 
no jurisdiction over State banks on the part of the Comptroller of the 
•Currency. 

Mr. EussELL. Under the Secretary's plan, the Comptroller of the 
Currency would have no right to make that investigation. 

Mr. Butler. I believe, as things are to-day, that we should confine 
ourselves to one kind of currency. 

Mr. Cobb, of Alabama. Have you any such provisions by the banks 
themselves! 

Mr. Butler. We have between ourselves. 

Mr. Haugen. In Wisconsin we have a State banking law under 
which wild-catting was done before the war, and the only thing which 
lias kept the banks there from operating under that system is the impo- 
49ition of the 10 per cent tax. The State law never has been changed. 
It remains now upon the statute books. 

Mr. Butler. I am not in favor of an unconditional repeal of that tax. 

Mr, Cobb, of Alabama. Do you believe that the condition of bank- 
ing in this country now, and the condition of the country generally, 
does not make it impossible for a State bank to issue and circulate 
money that is not secured! 

Mr. Butler. I think that such circulation would be very small. 

Mr. Brosius. Does your plan contemplate the ultimate resi)on8i- 
bility of the Government for the notes issued! 

Mr. Butler. No, it does not. I do not think, myself, that a Grovern- 
ment guarantee is necessary. 

Mr. Brosius. Your plan contemplates a specie reserve of 25 per 
•cent, does it not! 

Mr. Butler. Yes. 

Mr. Brosius. And that reserve shall be put under the custody of 
the Comptroller of the Currency — a certain percentage of it — ^and that 
the remainder of it is to be under the control of the board of control. 
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Then I find in another section of your plan that the banks are per- 
mitted to use a x)ortiou of that reserve. If a bank is x)ernntted to ase 
a portion of that reserve which is locked np under the control of the 
board of control, how does the bank get the reserve for usef 

Mr. Butler. I meant to hate insert^l a word there. I am referring^ 
in that clause to the reserve on deposits, not to the reserve on circula- 
tion. I want to put in the word <* deposit " there, as it escaped my mind» 

Mr. Brosiits. Then that reserve, as J now understand you, is not 
available as security for the circulating notes t 

Mr. Butler. The 25 per cent specie reserve is. 

Mr. Brosius. Where does that remain! 

Mr. Butler. In the department in New York, if the department 
were removed there. I for one would keep banking as free from 
Government as I could; so I selected that board of control to be 
located in the monetary center of the country. 

Mr. Brosius. You have stated that the present banking system 
lacks elasticity. Have the kindness to hear this statement: 

The estimated circulation on July 1, 1893, waa $1,593,700,000. This increased in 
three months to $1,700,000,000, and by February of this year reached in round numbers 
$1,740,000,000. From July to May it declined to $1,690,000,000. In other words, the 
past ten months have witnessed an expansion of our circulation of nearly $150,000,000, 
idnowed by a contraction of about $50,000,000, leaving the present volume al>out 
$100,000,000 more than that of July 1, 1893. 

Kow, my inquiry is, whether that does not exhibit a considerable 
degree of elasticity in the present system of banking. 

Mr. Butler. To some extent it does, but not in the way in which I 
use the word *' elasticity" or in the way in which Mr. White used it. But 
expansion and contraction in the case you have read are arbitrary. They 
have not grown out of any industrial orcommercial transactions. What 
I mean, and what Mr. White means, by an elastic currency is this: A 
currency with which the banks will have at all times notes in excess of 
what they can keep in circulation throughout the year, and that they 
will have idle notes in their vaults which they can use at the time of the 
moving of the great crops. The low interest paid on our Government 
bonds and the high market price for them prevent the banks from taking 
out a single dollar of circulation except such as they can keep out at aU 
times. Therefore, there is no expansion and there is nocon traction there. 
These are not the contraction and expansion which afi'ect commercial 
transactions. The expansion is merely that which follows legislation in 
regard to coining and printing money on the one side, and on the other 
side the contraction comes from banks which find it more profitable to 
Burrender their circulation than to take in their bonds. 

Mr. Brosius. The secret of elasticity consists, does it not, in having 
the notes to put out when they are needed and in taking them back 
when they are not needed? 

Mr. Butler. I could not put it any better. 

Mr. Brosius. What idea did you intend to convey to the committee 
when you said that the Government should be prevented from inter- 
fering between merchants, manufacturers, and bankers in their trans- 
actions with each other? 

Mr. Butler. That is one of those cases where my words were per- 
haps not so felicitous as they would be if I had sat down and thought 
them over carefully. I did not mean any direct interference, but I 
meant the fact that the Government was so involved in the whole sys- 
tem that there was a general interference, not an individual and per- 
sonal interference, but one inherent in the system. 
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Mr. Brosius. Do you mpan to say that that interference inheres in 
the system of issning Government paper t 

Mr. Butler. Yes, and in the arbitrary coinage of silver. 

The Chairman. A portion of the flexibility to which Mr. Brosius 
refers was caused, was it not, by the purchase of 4,5(K),0U0 ounces of 
silver a month under the Sherman act? That caused the elasticity. 

Mr. Butler. No, that is expansion ; it is not elasticity. 

Mr. Warner. In regard to tlie withdrawal of greenbacks, I under- 
stand that you are very much in favor of the withdrawal of the green- 
back circulation! 

Mr. Butler. Yes, I am. 

Mr. Warner. What is the method which, in your opinion, should 
be adopted for that withdrawal? 

Mr. Butler. 1 would have any withdrawal of greenbacks by the 
Government made very carefully, so that it would not in any way pro- 
duce any contraction or jar on the finances of the country, and I do 
not know any better way than to have that withdrawal follow the issue 
of bank notes. 

Mr. Warner. You would have the withdrawal or the circulation of 
the greenback currency made a condition precedent to the issue of new 
currency? — or would you provide for it by some separate provision? 

Mr. Butler. I would make it a part of the bill. 

Mr. Warnkr. It would be one way to meet your views if, by a sep- 
arate section, the bill shall provide that the Treasury should have the 
right to fund a certain amount of greenbacks in proportion to the 
new currency to be issued. 

Mr. Butler. That I have in my proposed bill. 

Mr. Warner. It would also come within your general statement if 
it were provided (as it is in Secretary Carlisle's plan) that on the issue 
of more currency a certain amount of greenbacks should be sequestrated, 
as it were? 

Mr. Butler. Yes; I think it very desirable. 

Mr. Warner. In the first case the withdrawal of greenbacks would 
not be a tax on the new currency? 

Mr. Butler. I do not know that I quite catch your idea. 

Mr. Warner, if it is made a condition of issuing new currency that 
the bank issuing it shall sequester a certain amount of greenbacks, is 
not that a practical tax on the issue of new currency? 

Mr. Butler. I did not mean that. The Comptroller of the Currency 
issues to d bank $100,000 in notes, and immediately turns over to the 
Treasurer of the United States or the Treasury of the United States 
and immediately gets posst'ssion of $75,000 in greenbacks. If he has 
not the cash in the Treasury authority is to be given to sell bonds. 

Mr. Warner. A plan has been prepared by which, as a condition of 
getting out currency, the bank that is permitted to issue it shall attend . 
to tlie sequestering of a certain proportion of that amount in green- 
backs.. The result of that is, is it not, a practical obstruction to the 
issue of currencvy to the extent of the interest that is lost on the green- 
backs so sequestrate<l? 

Mr. Butler. Do I understand you to mean that the banks are to 
become possessed of a certain amount of greenbacks and to destroy 
them? 

Mr. Warner. K'o; but to lock them up; to put them in the 
Treasury. 

Mr. Butler. And ultimately the Goveniment has to redeem them? 

Mr. Warner. I suppose that ultimately the Government will hare 
to redeem them. , , 
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Mr. Butler. It seems to me that Secretary Carlisle injected a polit- 
ical element into his bill. It seems to me that he thought that that 
would be a method by which some parties might be indaced to retire 
the legal-tender notes, by the banks issuing them as a part of their 
reserve, and in that way getting them out of the way and putting the 
Crovernment in the position to pay them. I take that to be rather the 
object of getting these greenbacks out of circulation, but it does not 
produce any economic effect. 

Mr. Warner, Is it not an obstruction to the issue, of currency to the 
extent of the loss of interest on these greeubacksf 

Mr. Butler. Certainly. 

Mr. Warner. And does it not tend to raise the rate of interest? 

Mr. Butler. Ko; that is a mistake. It will add to the cost of doing 
business. Suppose after I get home I should find that the board of 
directors had voted to double my salary, tliat would add something 
to the expense of the bank, but it would not add anything to the rate 
of interest charged to its customers. 

Mr. Warner. Suppose there is a demand for money to move the 
crops. If it costs more to issue currency will you not charge your 
customers more for the use of the money f 

Mr. Butler. That is governed entirely by the money market. It is 
like the case of a farmer. If he has 1,000 bushels of potatoes and has 
to sell them, and they are only worth 25 cents a bushel, he must sell 
them. 

Mr. Warner. But in that case will the farmer raise potatoes t 

Mr. Butler. Not next year. 

Mr. Warner. Will you, as a banker, issue currency unless it pays 
you a profit! 

Mr. Butler. Of course not. 

Mr. Warner. Will you not charge that rate of interest which will 
make it pay you a profit t 

Mr. Butler. I will if I can get it. 

Mr. Warner.' Will you not, as a condition of issuing more currency, 
exact enough interest to pay you a profit! 

Mr. Butler. Under any of these systems the banks will have some 
additional loaning facilities, and in my judgment that will have some 
tendency to make a lower rate of interest. 

Mr. Warner. The more facilities the banks will have the lower the 
rate of interest will bef 

Mr. BuTLBR. Of course; 1 think it will have that general tendency 

Mr. Warner. In regard to branch banks, have you given that sub- 
ject any consideration! 

Mr. Butler. I would not be a good authority on that subject, 
though I presume I am familiar enough with it to answer your qaestions 

Mr. Warner. Do you think that the question of branch banking — 
that of permitting banking to be done by a single institution in a large 
number of localities — is one which is or may be of very great .impor 
tance in settling any system that may be proposed ! 

Mr. Butler. I do not see any objection whatever in having branch 
banks; but it is rather non- American in its idea. 

Mr. Warner. How does it work where it is practiced! 

Mr. Butler. No better, I think, than where they do not have it. 

Mr. Warner. Tour opinion, then, would be rather against the advin 
ability of branch banks! 

Mr. Butler. Yea; it is extending a man's care over a larger floM 
than he can well attend to. 
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Mr. Warner. We had branch banks in this country before the war 

Mr. Butler. Yes; and they have them now in Canada, and Scotland^ 
and France, and Germany, and they seem to work well; but after all, 
with the dash and the rush of American people, I do not think I would 
like to have branch banks. 

Mr. Spbrry. What would be the effect on Secretary Carlisle's plan 
if the requirement of a 30 per cent reserve were eliminated! 

Mr. Butler. He puts that in there to take the place of where I* 
have a 25 per cent specie reserve. He calls it a guarantee, but I should 
call it a reserve, only he is in favor of reserving greenbacks, not 
specie. 

Mr. SPERRY. His plan would tend, of course, to get so much green- 
backs out of the field! 

Mr. BuTLBR. Yes; that is why I said that there was a little political 
idea in it. 

Mr. Sperry. Under the Suffolk banking system did the banks pay 
out their own notes exclusively or did they pay out the notes of other 
banks! 

Mr. Butler. Their own notes almost exclusively. We always had 
an abundance of our own notes on hand. There was hardly a time 
when our institution did not have thirty or forty thousand dollars of 
its own notes in its vaults. 

Mr. Sperry. Do you think that under the Baltimore plan banks^ 
would* pay out their own notes exclusively! 

Mr. Butler. There is no doubt about that. 

Mr. Sperry. So that the effect would be that each bank would circu- 
late its own notes! 

Mr. Butler. Yes. 

Mr. Sperry. And to that extent it would have a localizing effect! 

Mr. Butler. Decidedly. 

Mr. Warner. And you would depend upon that for elasticity! 

Mr. Butler. Yes. 

Mr. Sperry. You prefer a note redeemable in coin; I take it! 

Mr. Butler. Yes, I do. 

Mr. Sperry. If you have a note redeemable in coin immediately on 
demand, do you think there is any danger of expansion or inflation of 
the currency where every bank is obliged to take up its own notes! 

Mr. Butler. There would be a little danger. Eicardo said a good 
many years ago that if it were possible not one dollar of gold from 
Australia or California would have got into the market. The banks 
would only take out just that amount of bank notes which they could 
keep in circulation, but that would come far short of what the law 
would allow them to take out. 1 doubt whether the banks would 
average more than 30 or 20 per cent of the circulation which the 
law wouM allow them. 

Mr. Sperry. Would the inflation be such as to approach the danger 
pointy 

Mr. JButler. With this specie reserve it would not be, and that is 
why I prefer the specie reserve to the legal-tender note reserve. I would 
have a large reserve anyhow. Canada, I think, is very lax in all its 
reserv elegislation. The German law requires a reserve of 33J per cent 
for the Imperial bank and for all other banks that issue notes. Any 
circulation in excess of about ninety-four millions must be either fully 
covered by coin or must have a tax of 5 per cent paid upon it. There 
is no doubt but that Germany intended to form a currency system after 
England. The features of the two systems are very much the same- 
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I found some time ago that the paper money circulation of Germany was 
was twice what the law allowed under what they call "uncovered." 
There was twice that amount of money in circulation. 

Mr. Sperry. If the banks under either of these proposed systems 
would put out their own bills only, do you think that the tendency 
would be to retire greenbacks from circulation t 

Mr. Butler. Of course if greenbacks were paid in to us the only 
way for us to do would be to send them on. We would not pay out 
ot^er bank notes. 

Mr. Ellis. I presume that you have examined the bill submitted by 
the Secretary of the Treasury! 

Mr. Butler. Yes. 

Mr. Ellis. I would like to have your opinion, as a practical banker, 
with reference to section 6, which provides that the banks organizing 
under the plan proposed should be responsible ultimately and immedi- 
ately for the notes of any bank in the system which might fail. 

Mr. Butler. I would not make that a sweeping obligation. I do not 
like that feature at all. 

Mr. Ellis. I would like to have your opinion, as a banker, as to 
whether or not the present national banks would accept this system 
and organize under it. ' 

Mr. Butler. I do not believe they would organize under that pro- 
vision. It is a responsibility which bankers shrink from. 

Mr. Ellis. This provision would make your bank in Connecticut 
responsible for the conduct of a bank out in the State of Washington! 

Mr. Butler. I think the banks would not come in under it. I think 
they would rather do without the notes. I think that provision of the 
law would practically nullify the act. 

Mr. Ellis. State what modification of the Carlisle plan would make 
it acceptable to the bankers of the country. 

Mr. Butler. That central redemption in New York, with branches, 
and the elimination of that feature which you spoke of would, I think, 
make it a pretty fair banking act. I should rather have the Baltimore 
plan with the central redemption than the other. 

Mr. Ellis. Would you eliminate the State-bank system altogether 
from any plan? 

Mr. Butler. That is not a thing which I would insist on against 
any great pressure, but I do think its elimination is yery desirable. 

Mr. Ellis. Would the notes which might be iHsued under the plan 
which you propose (which does not provide that the Government should 
ultimately guarantee their redemption) be as satisfactory to the public 
as the present national banking system! 

Mr. Butler. Of course the Government guarantee carries a great 
deal of weight with the public, but I believe that when a system is in 
operation and the strength of it is seen the people would forget that 
there was any such thing as Government, so far as bank notes were 
concerned. 

Mr. Ellis. If those banks were organized and the GovemmeSt had 
no responsibility either for the immediate or the ultimate redemption 
of the notes, and if a large number of large banks in the country 
should fail, would not that be calculated to produce a panic, and would 
not the holders throughout the country want to redeem their notes at 
once? 

Mr Butler. No; I think not. The thing which causes almost all 
panics and all runs on banks is not so much the solvency or insolvency 
of a bank as it is the fear of the people that they will not be able to 
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get their money wben tbey want it. That is tbe largest element in all 
panics. 

Mr. Ellis. What is your objection to using United States Treasury 
notes as a reserve fund! 

Mr. Butler. That is a mere sentiment. Gold is awfully pretty. 

Mr. Walker. Have you read the testimony of Mr. Carlisle? 

Mr. Butler. Yes, in part; but I do not know how much of it has 
stuck to my memory. 

Mr. Walker. Mr. Carlisle testified that the 30 per cent to be 
deposited was to be a fixed sum beyond the control of the banks, 
except as they withdrew their notes. Now, the reserve fund, as we 
understand it in banking, is a reserve that may be used by the bank 
at any moment and for any purpose. He having said that this is a 
note reserve fund, by what authority do you say that it is equivalent 
to what we understand a^ a bank reserve! 

Mr. Butler. I have no authority for it; it is only a supposition. 

Mr. Walker. Mr. Carlisle says it is a note reserve fund to make the 
notes secure, and, furthermore, it is deposited with tbe Government 
entirely. * Now, is not that thoroughly inconsistent, and is it not even 
impossible of sup|K)sition that it is a bank-reserve fund as you and I 
understand a bank reserve! 

Mr. Butler. Certainly, if it could not be used. 

Mr. Walker. It could not be used by the bank. 

Mr. Butler. If it could not be used by the Comptroller of the Cur- 
rency for redemption of notes we might just as well not haVe it. 

Mr. Walker. It can not be. 

Mr. Butler. Then we might just as well not have it. 

The Chairman. I think that the Secretary of the Treasury distinctly 
stated, as part of tbe plan, that tbe law should not require a fund for the 
redem])tion of deposits. 

Mr. Walker. He distinctly stated that the law did not require any 
deposit reserve at all to be carried, and that this was left entirely to 
the good judgment of the banks. His 30 per cent fund is entirely 
eliminated from tbe reserve which the bank carries. 

Mr. Butler. When I read his testimony I noticed that, but it went 
out of my mind. 

Mr. Cobb, of Alabama. You stated that you objected very strenu- 
ously to making all the banks responsible for a failed bank. Suppose 
that responsibility were limited to 1 per cent, would it be a very serious 
objection ! 

Mr. Butler. I have got it in my plan at 2 per cent. 

Mr. Walker. Tlie idea is that no bank or individual is ever willing 
to assume an unknown liability? 

Mr. Butler. That is it. 

Mr. Walker. If there is a known liability — 

Mr. Butler. There would not be so much objection to it. 

Mr. Hall. In reply to a question by Mr. Johnson, of Indiana, >uu 
interjected the remark that the Secretary of the Treasury bad injected 
a political element into his plan. You referred to the requirement of 
the deposit of 30 per cent in legal-tender notes as a guarantee fund. 
That was the political element you referred to. Now I ask you if, under 
the provisions of your plan, you have any method of retiring legal-ten- 
der notes? 

Mr. Butler. Yes; I make the provision that for every $100,000 of 
bank notes put into circulation the Secretary of the Treasury is to 
retire $75,000 of legal-tender notes and issue bonds. 
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Mr. Hall. Is there any such provision in the Baltimore plant 

Mr. Butler. I have forgotten. 

Mr. Horace White. There is nothing in the Baltimore plan on that 
subject. I introduced it in my plan which I submitted yesterday. 

Mr. Hall (to Mr. Butler). Do you not regard the present financial 
condition by which these legal tender Treasury notes are used for the 
purpose of exhausting the gold reserve as a dangerous and critical 
condition f 

Mr. Butler. I do not see how any man can have two opinions on 
that subject. 

Mr. Hall. You think that it is a dangerous and critical condition! 

Mr. Butler. Yes; I do. 

Mr. Hall. But this so-called political element which you spoke of in 
Secretary Carlisle's plan' is simply an element which tends to relieve a 
very embarrassed condition! 

Mr. Butler. Yes; to some extent. When I used the word "politi- 
cal'' I did not mean it as a matter of party politics, but as a general 
term. 

Mr. Hall. In answer to a question of Mr. Ellis's, referring to the fifth 
section of Secretary Carlisle's plan, you said that no banks would come 
in under its operation so long as the fifth section remained in that plan. 

Mr. Butler. With unlimited responsibility fot other people's actions, 
I suppose they would not. I do not believe that any bank would accept 
unknown liabilities. 

Mr. Hall. Did you ever read section 5 of Mr. Carlisle's, bill! 

Mr. Butler. I have read it, but I do not recollect exactly now how it 
is worded. I have been quite ill, and I am quite weak yet. 

Mr. Hall. Section 6 reads : 

Sec. 5. That in order to provide a safety fund for the prompt redemption of the 
circulating notes of failed national banking associations, each such association now 
organized, or hereafter organized, shall pay to the Treasurer of the United States, in 
the months of January and July in eaph year, a tax of one- fourth of one per centum 
for each half year upon the average amount of its circulating notes outstanding, to 
be computed as hereinbefore provided, until the said fund amounts to a sum equal 
to Ave per centum upon the total amount of national-bank notes outstanding, and 
thereafter said tax shall cease. Each association hereafter organized, ana each 
association applying for additional circulation, shall pay its pro rata share into the 
said fnnd before receiving notes: but an association retiring or reducing its circula- 
tion shall not be entitled to withdraw any part of said fund. When a national banking 
association becomes insolvent its guaranty fund held on deposit shall be transferred 
to the safety fund herein provided for, and applied to the redemption of its out- 
standing notes; and in case the said last-raentionefl fund should at any time be 
impaired by the redemption of the notes of failed banks, and the immediately avail- 
able assets of said banks are not sufficient to reimburse it, said fund shall be at once 
restored by pro rata assessments upon all the other associations according to the 
amount of their outstanding circulation, and the associations so assessed shall have 
a first lien upon the assets of each failed bank for the amount properly chargeable 
to such bank on account of the redemption of its circulation. 

Now, the liability is to this 5 per cent safety fnnd. The banks are 
to keep that up, and when a bank fails the 30 per cent guarantee 
deposited by that failed bank is transferred at once to the 5 per cent 
safety fund, and the banks that keep up this 5 per cent have an immed- 
iate lien on the assets of the defunct bank. Do you think that an 
increased hazard? 

Mr. BuTLEB. I would not consider it any risk to the bank at all, but 
yet I do not think that the average board of directors of a bank would 
vote for it. 

Mr. Hall. In view of your mind being refreshed as to the provisions 
of section 5 of Mr. Carlisle's bill, would you then say that, if it was a 
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law, the national banks or the banks in the United States would not 
take oat circnlation or come under the conditions of the law simply on 
account of the provisions of section 5? 

Mr. Butler. I think it very problematical — very. 

Mr. Hall. I should like to know what your statement is based on. 

Mr. Butler. No reasonable man likes to bind himself to an abso- 
lutely unknown responsibility. 

Mr. Hall. Is there an unknown responsibility in the provisions of 
that section ! 

Mr. Butler. Yes; the banks do not know just what it is. It is not 
a definite responsibility. But I do not believe there is any risk in it. 
I may be entirely wrong. It is a mere matter of opinion, and I may be 
wrong in that while I may be right in everything else. 

Mr. Cox. In your opinion as a banker, if the guarantee fund is made 
up of the 5 per cent safety fund and the 30 per cent deposit of the failed 
bank added to it, do you think there is any danger of the banks having 
to pay anything in the case of a failed bank! 

Mr. Butler. Not a bit. 

Mr. Cox. So the unknown liability lies in a myth at last! 

Mr. Butler. Yes, it does. 

Mr. Ellis. With reference to the matter you were just talking about 
in answer to questions propounded by Mr. Hall the Secretary of the 
Treasury has testified, and has explained the difference between his 
bill and the Baltimore plan. I wish to read you the interpretation 
which he puts on section 5. He says on page 15 of the testimony : 

The plan which I have proposed reqaires, in the first place, the deposit of a sum 
equal to 30 per cent of the amount of circulating notes applied for by the bank, this 
money to be held all the time and to constitute a separate fund belonging to the 
bank which makes the deposit. In addition to that, there is to be a satety fond 
raised by taxation on all the banks in the same way as is proposed in the Baltimore 
plan, out of which the notes of failed banks shall be redeemed. And if that fund 
shall prove insufficient (or if it be reduced below 5 per cent of the total amount of 
national -bank circnlation), and if the immediate available assets of the failed bank 
are not sufficient to redeem its notes, the Treasury Department is to assess all the 
other national banks pro rata, according to the amount of their circulation, to bring 
this fund up. And the banks that pay this assessment are to have a first lien on aU 
the assets of the failed national bank, and the Government is not to be in any way 
responsible. 

With that interpretation of this section by the author of it, and with 
that^fact known to national bankers and directors, I repeat my ques- 
tion: Would they organize under it! 

Mr. BuTLEE. I think it would interfere very greatly with our organ- 
izing under it. If I were personally committing my own money I would 
have no fear of a loss, and yet I would not commit our institution to it, 
because I am handling other people's property. 

Mr. Johnson, of Indiana. In your opinion what would be the effect 
on the national banks issuing circulating notes under the enactment 
by Congress of a national-banking law which would impose pretty rigid 
conditions on them and which at the same time would permit banking 
by State banks under very lax conditions! 

Mr. Butler. That ought not to be done. 

Mr. Johnson, of Indiana. What would be the effect on national banks 
of such a discrimination t 

Mr. Butler. I do not know that it would have any effect on the 
national banks at all, because every bank stands alone and every com- 
munity stands alone. 

Mr. Johnson, of Indiana. Would it not have a tendency to induce 
banks to incorporate under State lawst 
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Mr. Butler. I do not know. The word " national " is considered 
as being of as mach advantage as that would be a disadvantage. 

Mr. Johnson, of Indiana. Bat if a national banking law imposed 
rigid conditions would the effect not probably be that the national 
banks would incorx>orate under State laws? 

Mr. Butler. I think they would. 

Mr. JOHNSON) of Indiana. As banks of issue t 

3Ir. Butler. I think they would. 

Mr. Johnson, of Indiana. If permitted by a national banking law! 

Mr. Butler. I think they would. 

Mr. Johnson, of Indiana. As I take it, you feel that there is no dan- 
ger of loss to whosoever assumes the ultimate liability of these circulat- 
ing notes under this safety fund system! 

Mr. Butler. I do not believe that there is a possibility of loss. 

Mr. Johnson, of Indiana. Therefore, whether it fall upon the banks 
or upon the Government will really not make much difference so far as 
actual loss is concerned, will it ? 

Mr. Butler. ]So. 

Mr. Johnson, of Indiana. Is it not very important for the success of 
a bank currency that the people shall have faith in its soundness? 

Mr. Butler. Yes; there is no question about that. 

Mr. Johnson, of Indiana. Do you not think that they would be much 
more liable to have more faith in it if they felt that the Government 
was ultimately liable for the payment of the notes than if the ultimate 
liability rested elsewhere! 

Mr. Butler. Yes; I think that that would add to the confidence, 
undoubtedly. 

Mr. Johnson, of Indiana. Then would you not favor ultimate Gov- 
ernment liability to the note holder under the safety-fund system? 

Mr. Butler. I do not think it necessary at all; and I am so consti- 
tutionally opposed to the Government having anything to do with the 
banking business that my own tendency is to cut clear of the Govern- 
ment. 

Mr. Johnson, of Indiana. Laying aside the constitutional scruples 
and looking at it as a practical business man, do you not think that 
the i)eople would have more confidence in any system of circulating 
notes that carried with it its ultimate redemption by the General Gov- 
ernment? 

Mr. Butler. There can not be any question at all about that. 

Mr. Walker. When you speak of the confidence of the people, is 
not the confidence of the people, so far as currency is concerned, a 
synonym with the confidence of bankers? 

Mr. Butler. It comes practically to that, to a large extent. 

Mr. Walker. When you say that there is no risk under this 5 per 
cent guarantee, I suppose you mean by that that there is no risk after 
all the banks of the country have gone into the system. You do not 
mean to say that there would be no risk if there were only ten banks 
in it? 

Mr. Butler. At the first start there would be, perhaps, an element 
of risk. 

Mr. Walker. There would be a serious risk if there were only ten 
banks in it? 

Mr. Butler. The risk would not be worth consideriog. 

Mr. Walker. Would it not be worth considering for the first year, 
supposing there were only ten banks in it with a capital of $100,000 
each? 
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Mr. BuTLEE. I think not. 

Mr. EussELL. If your opinion as a banker is correct, that the national 
banks generally woald fail to organize under Secretary Carlisle's plan, 
with the contingent liability of section five in it, then the practical 
result of the Secretary's plan would be to give this country a State-bank 
currency, would it not! 

Mr. BuTLEB. I think you are right about that, but I had not thought 
about it. 

Mr. Warner. You spoke of every bank standing on it s own bottom 
and on its own credit in the confidence of the communi ty in which it 
does business. During the last panic, for example, yo ur depositors 
did not institute a run upon you, as a consequence of knowing that 
banks were breaking in Wisconsin, Colorado, and other States. In case 
however, that they had knowledge that your bank was responsible 
with others, for the circulation of banks which (they heard) were 
breaking on every side, would that not have produced a very grave 
feeling of apprehension among the people! 

Mr. Butler. That panic was not a note panic at all. It was a 
depositors' panic. 

Mr. Warner. I was referring to the effect of this clause of section 5. 
At present your bank is not responsible for the currency of any other 
bank. 

Mr. Butler. Ko. 

Mr. Warner. Nor for its business! 

Mr. Butler. Xo. 

Mr. Warner. So, when your depositors hear of banks breaking in 
Washington, Colorado, and other States, that fact does not, of itself, 
cause them to worry about the soundness of your bank! 

Mr. Butler. No. 

Mr. Warner. In case, however, a plan involving section 5 went into 
effect, and the deiwsitors in your bank knew that your bank was 
responsible as an ultimate guarantor, for the circulation of the numer- 
ous banks throughout the country, which, the newspapers told them, 
were breaking; would not that cause them to have some apprehension 
as to your bank! 

Mr. Butler. They would not have the same confidence. 

Mr. Warner. And would not that tend to bring about a run on your 
bank! 

Mr. Butler. Undoubtedly. 

Mr. Warner. And is not that a serious objection to the unlimited 
responsibility provided for in section 10! 

Mr. Butler. Very serious. 

The committee here took a recess till 2 p. m. 

AFTER recess. 

The chairman stated to the committee that he had received a telegram 
from Mr. Cornwell, dated Buffalo, N. Y., December 11, and announcing 
that he would be in this city at noon to-day,but that he had not yet 
appeared. 

Mr. Ellis. Mr. Chairman, I should like to interrogate Mr. Butler 
again. 

ADDITIONAL STATEMENT OF MR. GEO&GE A. BUTLEB. 

Mr. Ellis. In your statement before recess you stated that prices of 
farm products, such as cotton and wheat, had been constantly declining 
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for a number of years. I do not think I understood the reason which 
you gave for that decline and should be glad to have you state it now. 

Mr. BuTLEB. I intended to state that the building of railways by 
Bussia in western Asia and the opening up of a large wheat and cotton 
region in Asia, and also the fact that tbe attention of Egypt had been 
given to cotton and wheat, together m ith the large supplies from the 
Argentine Republic, had created a competition that the LTnited States 
had never heretofore had for our wheat and cotton. That is the state- 
ment I meant to make. 

Mr. Ellis. Is it your opinion, then, that the cause, or one of the 
causes, of this reduction in prices grows out of overproduction and 
increased competition! 

Mr. Butler. Largely, yes. I do not quite like the use of the word 
"overproduction;" it is rather unscientific trom the iwUtical economist's 
point of view. I would rather say that the cause has been new and 
sharp competition. 

Mr. Ellis. Does the plan which you have suggested propose to deal 
with conditions like that! And what, in your judgment, would be 
the effect upon the agricultural interests of the country if your plan 
were adopted and enacted into law? 

Mr. Butler. Whether my plan or any similar plan should be 
adopted, it will simply place the banks and currency of the country in 
a natural condition, making the movement of currency natural and 
easy, and one that will adjust itself to any industrial conditions. That 
is all I claim for the plan. 

Mr. Ellis. Your plan, then, would not, if I understand, either 
necessarily or probably result in a revival of the agricultural interests 
of the country! 

Mr. Butler. It would not necessarily affect the prices in any way. 
Banking of Itself does not operate in that way. But what I would say 
is this, that the better the banking and the better the currency, the 
better will all the agricultural and other interests of the country be. 

Mr. Walker. Is it not a fact that the cheaper the exchange and 
the less number of middlemen you have between consumer and pro- 
ducer, the better will be the prices to the producer! 

Mr. Butler. Unquestionably. 

Mr. Cobb, of Missouri. But that will not increase the demand for 
breadstuffs. 

Mr. Butler. That will depend, on the number of mouths in the 
world. 

Mr. Cobb, of Missouri. If we raise more than we can ourselves con- 
sume, that necessarily is overproduction I 

Mr. Butler. That is a question that a banker can not deal with; 
that is a local question. 

Mr. Black. What are your rates of interest! 

Mr. Butler. With us varying from 5 to 6 per cent; but with us we 
never charge over 6 per cent in a panic, no matter how severe the 
panic. 

Mr. Black. I mean under normal conditions. 

Mr. Butler. Call it 6 per cent. 

Mr. Black. Can you suggest any remedy for this condition of things : 
Take my city, for instance, where there is a bank whose stock id worth 
$150 a share; I can not go into that bank with its own stock, or with 
any other security, even United States bonds, and get money for a less 
rate than 8 per cent. 

Mr. Butler. What city are you from! 
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Mr. Black. Augusta, Ga. 

Mr. Butler. The rates are higher in the South aud West than 
with us. 

Mr. Black. Can you suggest any remedy for that, if there is any! 

Mr. Butler. Either of these plans before you will enable the bank 
in your city to extend its loans, and therefore give larger facilities, 
because just in proportion that they can keep their notes in circulation 
do they add to their loaning capacity. 

Mr. Black. But that bank has no notes. 

Mr. Butler. 1 mean under one of the new systems proposed. 

Mr. Black. They have to send to New York to get money. You 
bankers of the East lend money to them at 6 per ceiit ; of course it costs 
something to get the money there, and costs something to handle it 
after it gets there, so that the result is that the farmer has to pay 
anywhere from 8 to 10 percent for the use of it when he gets it. 

Mr. Butler. I think no section of the country will be more greatly 
benefited by the adoi)tion of any one of these plans than the South. 

Mr. Black. When you say "anyone" do you include the plan of the 
Secretary of the Treasury? 

Mr. Butler. Yes; because that provides for an increase of the note 
issue. If that plan be adopted and the people organize under it they 
will get the benefit. It dei)ends on that, of course. 

Mr. Cobb, of Missouri. You said this morning that you thought they 
would not organize. 

Mr. Butler. I said if they did; I did not think of that. 

Mr. Walker. Will you please say what bills are before the commit- 
tee! Is there any before the committee except the Carlisle plan and 
the Baltimore plan! 

Mr. Butler. I should eliminate the Carlisle bill, because that one 
particular feature slips my mind all the time. I will say that if either 
the Baltimore plan or mine were adopted — 1 will limit it to those two — 
it would help the South more than any plan I know of. 

Mr. Black. Explain how. 

Mr. Butler. Because under the national-bank net a bank of, say, 
$1(M>,000 capital pays out $114,000 to get $100,000 of bonds; it then 
takes out $90,000 circulation, and has to keep a 5 per cent reserve 
against that, which brings it down to 88o,000, so the national bank- 
ing system has taken $29,000 out of the capacity of that bank to lend 
money to you. Wipe out the national system entirely and put it under 
the State without any circulntion at all, and it adds $29,000 to its loan- 
able capital, if you take the Baltimore plan or mine you will see that 
it keeps out $50,000 of circulating notes. That $50,000 adds so much 
to the loanable force of the bank. 

Mr. Black. In your opinion it would help by increasing the circu- 
lation of national banks? 

Mr. Butler. It would also increase the loanable ability of the 
banks. 

Mr. W^alkek. You mean the local national banks? 

Mr. Butler. Yes, sir. 

Mr. Black. I should like to ask you one more question. It does not 
seem to come within the scope of the scheme suggested by the bankers, 
but it seems to me that there are two classes, if I may so speak, one 
looking after the banks and the other the Secretary of the Treasury, 
who is largely looking to the Treasury Department. It does not come 
within the scope of your scheme, but you are a gentleman of large 
experience and have given much thought to this subject. What do 
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you say to the suggestion, so often made, that the Treasury may be 
relieved of requiring customs to be paid in gold! 

Mr. Butler. I do not know. That question does not begin and end 
there. 1 do not know but that would send gold to a premium in the 
present condition of things. I think it would. 

Mr. Black. I will ask you even a broader question than that. I 
should like to get your opinion as to the effect of the Government 
establishing the policy, as to redeeming this paper currency, of exer- 
cising its own option whether it would pay in silver or gold, rather 
than to lef the holder decide that question for himself. 

Mr. Butler. I can not answer that any better than to say this: 
The very hour that I am convinced that the Government will do it I 
will sell every dollar's worth of personal property I have on earth and 
invest it in real estate. 

Mr. Ellis. Why! 

Mr. Butler. Because that brings the country to a silver basis and 
eliminates more than half the value of personal property in the form of 
stocks, bonds, mortgages, and everything of tbat sort. 

Mr. Hall. Would it not affect real estate in the same way as per- 
sonal property would be affected! 

Mr. Butler. No ; because in the case of real estate you can put up the 
rents in proportion. Before the last election I was intending to do 
this, and, indeed, commenced, but then the election occurred, which 
was not so favorable to the silver men, and I thought better of it and 
stopped. 

Mr. Black. It appears to me that you gentlemen who represent the 
banks all seem very much in favor of a continual issne of United States 
bonds, and I have heard#the expression used two or three times about 
the "manly way of doing this thing." 

Mr. Butler. You have not heard any such expression from me. 

Mr. Black. I do not recall that I have heard it from you, but I cer- 
tainly have heard other gentlemen here who have used that very 
expression. They say the Government ought to be honest and manly, 
as an individual should be, and that the manly way for the Govern- 
ment to do would be to issue bonds and redeem these notes in gold. 

Mr. Butler. If my remarks this morning were not absolutely free 
from everything that might sound like an imputation or criticism or 
refleotion, then I was not able to keep control of my remarks, because 
I never allow myself to deal in any such language when speaking or 
writing on any public question. 

Mr. Black. I was not criticising you at all; I did not mean to do 
that. 

Mr. Butler. I understand. Let me say that I am not here in the 
interest of the banks at all. My little institution can live, and so can I, 
without Government notes, without Government bonds, or without any 
action whatever by Congress, and live very handsomely. But I am here 
purely in the interest of a sound currency. I have no other object in 
appeiiring before this committee. 

The Chairman. The Chair desires to state that Mr. Butler's appear- 
ance before the committee was not at all in any way in consequence of 
any request emanating from him. 

Sir. Black. I do not think it is necessary for the Chair to make that 
statement. 

The Chairman. The Chair states that in justice to Mr. Butler 
himself. 

Mr. Black. I do not understand that any of these gentlemen have 
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appeared before the committee b^' tlieir own iuvitation, but by the 
request of the committee. 

The Chairman. That is right. 

Mr. Butler. I do not understand that anything is imputed to me, 
but I should like to say that I am not used to speaking as I did this 
morning. I do not speak in this way once in three years, nor have I 
during my life, so that this has been an unusual experience for me. 

Mr. IIaugen. It is sometimes said that it is in the interest of the 
banks to contract the currency. I have heard that assertion in discus- 
sions on the floor of the House. What have you to say about that! 

Mr. Butler. Simply that those who made the assertion did not 
understand the question. There is nothing further from the interest 
of the banks than to do anything of the kind. Such a course would 
be absolutely inimical to the banks, from every point of view. Such a 
thing has never been done in the history of the country. 

Mr. Walker. That is it exactly. 

Mr. Haugen. The bank makes its principal profit out of deposits, 
and when money is plentiful the bank has more deposits and therefore 
more profit than when money is scarce, of course. 

Mr. Butler. We have 850,000 of circulation under the national-bank 
act; it is not worth one stiver to us. If you do not pass a banking law, 
but will pass a law allowing me to retain the word ''national" in the 
title of the bank, without requiring me to keep any bonds, the very first 
thing after that that we would do would be to sell all our bonds and 
surrender our circulation. 

Mr. Ellis. That would happen in every community where the inter- 
est is low, would it notf 

Mr. Butler. Yes, sir. 

Mr. Hall. Let me ask you one question, suggested by what has been 
drawn out by my friend from Kentucky (Mr. Ellis). 

Mr. Walker. I think Mr. Butler misunderstood at one point. I 
understood him to say that it would help the banks when int-erest was 
low and still more when it was high. 

Mr. Ellis. No. I asked him if they would not want to sell their 
bonds in every community where the interest was low, and to that he 
answered yes. 

Mr. Walker. It would be to the interest of a community, also, where 
the rate of interest was high. 

Mr. Butler. Yes; the higher the interest the more inducement I 
have to get circulation. 

Mr. Hall. With referenc^e to the interest of the agricultural classes 
in matters of this kind, I want to know if, under the operation of what 
is generally known in the literature of political economy as the Gresham 
law — that poor money will always drive out good money — the agricul- 
tural and laboring classes of the United States, or of any government, 
are not more deeply and vitally interested in a safe and sound currency 
than any other class of people? 

Mr. Butler. There is no question about it. 

Mr. Hall. Can not the bankers and business men look after the 
question of getting good currency for themselves, and are not the labor- 
ing classes the ones who are liable to have the bad money left on their 
hands! 

Mr. Butler. Bankers, capitalists, and speculators can always take 
care of themselves. It does not make any diflPerence what the laws 
are, we can always take care of ourselves. It requires men of ability 
to occupy those places, if I do say so. 
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Mr. Johnson, of Ohio. Mr. Hall, of Missouri, has called your atten- 
tion to the Gresham law. Suppose there are two kinds of currency in 
the country — ^national bank currency, which is receivable, at least in 
part, for public dues, and a State currency that has not the guarantee 
of anything except of the banks of issue, and is not receivable for any 
part of Government dues — would the Gresham law operate to drive 
out the good money! 

Mr. BuTLEE. That is a very well enunciated doctrine; there is no 
doubt about that; but it is sometimes misunderstood. In the case you 
suggest, with the two kinds of paper money in circulation, it would 
not drive out the good money, because of economic conditions. To 
drive out the good money there must be economic conditions affecting 
exchanges between two or more countries. There must be a circula- 
tion between at least two countries in order to make that law operative. 

Mr. Johnson, of Ohio. Then, in your opinion, the Gresham law does 
not apply to the two kinds of paper described? 

Mr. Butler. Our paper money has no circulation in other countries^ 
and, therefore, it does not apply. 

Mr. Johnson, of Ohio. Where paper money is not a legal tender for 
anything it is not, strictly speaking, money ! 

Mr. Butleb. No. 

Mr. Johnson, of Ohio. Where the Gresham law operates is where 
you can force a man to take a certain kind of money in payment of a 
debt. Where you can not do that, then the Gresham law does not 
operate? 

Mr. Butler. It does not operate under those conditions. 

Mr. Warner. Where there is freedom of choice and freedom of 
redemption the Gresham law does not operate ? 

Mr. Butler. The question arises with reference to the operation of 
the Gresham law where there is a difference in the different kinds of 
money used in two different countries. Where there is a metallic cur- 
rency, or any currency inferior to the best metallic currency, used in 
one country, there, in the course of time, the inferior currency will drive 
the best money out of circulation. 

Am I taking up too much time? It will take two or three minutes 
to answer that question. 

The Chairman. You are not taking up too much time at all. 

Mr. Butler. A great many wise people make a mistake by not tak- 
ing into consideration sufficient time to prove that law. For instance, 
my friend, George S. Coe, made an error in regard to the Bland billj 
be thought it would produce immediate disaster. I told him he was 
wrong; that it would take fifteen or twenty years for the Bland bill to 
produce disaster under the Gresham law. Why? Simply because it 
would take from fifteen to twenty years to coin enough money under 
that law to practically fill the channels of circulation and crowd out 
gold. 

Mr. Warner. My question is slightly different. If there are two cur- 
rencies, such as my friend from Ohio (Mr. Johnson) has suggested, 
afloat in the sam^ community, neither being a legal tender, and every 
bolder has the opportunity to force redemption of either, then, as I under- 
Btaud, the Gresham law will not work. 

Mr. Butler. People will keep the best money and send home the 
poorest. 

Mr. Warner. And the Gresham law will not operate? 

Mr. BuTLSR. It is not operative in such case, 

Mr. Warner. Exactly. 
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Mr. Brosius. I desire to bring into more distinctive view your 
thought upon the real nature of the difficulty of inelasticity in our pres- 
ent banking currency. If 1 understand you, the chief difficulty is that, 
in order to have an elastic paper currency, the banks must be able to 
keep on hand at times a greater amount than is needed, in order to have 
it to use at other times when the need is greater. 

Mr. Butler. Yes, sir. 

Mr. Brosius. The portion of the currency which the banks are 
required to hold idle must not cost them too much. Under the present 
system you say it costs tbe bank too much to bold any amount of idle 
notes for issue when the need increases. 

Mr. Butler. That is correct. 

Mr. Brosius. That is the idea, is it! 

Mr. Butler. Yes, sir. 

Mr. Brosius. Then in order to have the vohime of currency suffi- 
ciently elastic the banks must get that currency gratuitously; they 
can not afford to pay anything for it. Js that the idea? 

Mr. Butler. They can not afford to pay very much for it. 

Mr. Brosius. When the banks issue the notes themselves, as 
proposed in your plan, that costs them nothing! 

Mr. Butler. No. 

Mr. Brosius. And when the notes are required to lie idle in the 
bank, that is no expenditure to the bank! 

Mr. Butler. That is correct. 

Mr. Brosius. But they have to spend a part of their capital for the 
bonds to secure their notes, and that costs them too much; is that the 
idea! 

Mr. Butler. That is correct. 

Mr. Brosius. Now, suppose the bonds of the Government were suf- 
ficiently abundant to be obtainable with ease, and that they paid a 
sufficient interest, so that the banks could afford to hold in their 
vaults at all times a sufficient amount of this currency to use when 
the need increased-r-you understand me! 

Mr. Butler. Yes, sir. 

Mr. Brosius (continuing). Without any loss ^ the bank; then the 
elasticity would not be diminished, because the currency would be 
based upon Government bonds as security. 

Mr. Butler. On the condition that the bonds carried the rate of 
interest that the bank must make on its loans, and only on that 
-condition. 

Mr. Brosius. Now what should you think of this proposition: Take 
the national banking system now in existence; refund the present 
bonded indebtedness with long time bonds at a certain rate of 
interest 

Mr. Hall. What rate? 

Mr. Brosius. We will say 2J. or 3 percent, whatever may be deter- 
mined upon ; then use those bonds and also such similar bonds as may 
be issued to pay off the greenbacks if such shall be issued as a basis for 
our national banking currency tor years to come, there being then enough 
of them to be easily obtainable, and yielding interest enough to make it 
«omewhat profitable to the banks. Would not the national banking 
system, as it is now in vogue, under those conditions supply this coun- 
try with a sufficiently safe and adequately elastic currency for many 
years to come? 

Mr. Butler. It would not. 
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Mr. Bbositjs. Why not! 

Mr. Butler. Because the difference between 2^ and 5 per cent 
interest, we will say, is so great that the banks would not keep any 
more circulation than they cx)uld keep out at all times. 

Mb. Brobtus. Then the reason is that it would be too expensive to 
the banks t 

Mr. Butler. That is it. 

Mr. Hall. I think that we owe you a vote of thanks. 

Mr. Butler. If I have succeeded in giving the committee satisfac- 
tion it is a great pleasure to me. 

The Chairman. Are there any further questions to put to Mr. Butler t 

The chair is informed that Mr. Cornwall is in the city, at his hotel^ 
and will be liere soon. 

Mr. Butler. I congratulate you, gentlemen, on that, for Mr. Corn- 
wall is a very bright man, 

ADDITIONAL STATEMENT OF ME. WHITK 

The Chairman. A member of the committee desires to ask Mr. White 
to make a statement in regard to the Gresham law, which has been 
referred to. 

Mr. White. My understanding about the Gresham law is this: At 
the time Gresham lived there was no paper money. . Therefore Mr. 
Butler is right in saying that Mr. Gresham's idea applied only to 
metallic money. 

The question was propounded to Gresham by some public authority^ 
Why is it that we have nothing but old, worn, and clipped silver money 
in circulation f (Silver was then the principal money in circulation in 
Great Britain.) Gresham replied truly that so long as a person was 
obliged to take a crown piece of short weight and could not help him- 
self, of course he would use that money to pay debts with, and that 
when he had a good piece in his pocket he would sell it to somebody 
who would melt it and send it abroad. 

From that proposition of Mr. Gresham, which was perfectly true, the 
Gresham law came into the literature of political economy, although 
the principle was not entirely new to Mr. Gresham. It has been traced 
in earlier history. 

The Chairman. How far back in history is that? 

Mr. White. I think that tbe law applies equally to paper money^ 
and that it is universally true, for I do remember that in Illinois there 
were, before the war, three or four different kinds of paper money in 
circulation, and that banks and individuals always used to pay out 
that which was a little the worst and keep what was the best. The 
New England bank notes. New York bank notes, and the notes of the 
State bank of Indiana, and of the State bank of Ohio, which were 
always at par and could always be used to make exchanges in New 
York at a very low discount, were kept by individuals and by banks 
for the purpose of making exchanges in New York and Boston, and 
they put out always the notes of Illinois, Wisconsin, and Georgia banks, 
which were at 1 J per cent discount. There was a (lase where paper 
money was not a legal tender, and yet custom required people to take 
an inferior kind of money. 

lean give you another illustration: The Confederate notes during 
the war were not a legal tender, and the bank notes of the South were 
not legal tender; but th'e custom required people — public opinion 
required the people to take the Confederate notes, notwithstanding 
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they were not legal tender. The result was that the Confederate 
treasury notes crowded out the bank notes, which were a little better. 
People instinctively knew that bank notes were better than Confeder- 
ate notes, though neither was legaJ tender. The Gresham law operated 
there, and gave the whole field of circulation to the Confederate notes, 

Mr. Ellis. I should like to ask you if the Gresham law operated at 
all, in your opinion, during the existence of what is known as the 
Bland- Allison law. Did we feel the effects of the Gresham law then, 
or did it have any effect upon the currency of the country? 

Mr. White. I do not think it had, because all the different kinds of 
money were absolutely at par with each other. 

Mr. Ellis. Is it not a fact that during the existence of the Bland- 
Allison Act the accumulations of gold in this country increased several 
hundred million dollars, until the time that law was repealed, over and 
above what the amount of gold was when that law went into eftectf 

Mr. White. There was a great importation of gold in the years 1880 
and 1881, amounting to about $140,000,000 or $160,000,000, due to trade 
conditions, I think, and to high prices of grain here and bad crops in 
Europe. After the year 1881, and for several years, I think the imports 
and exports of gold just about balanced each other. 

Mr. Johnson, of Indiana. Notwithstanding the Gresham law, two 
kinds of paper money may circulate side by si^e, the one being inferior 
to the other. 

Mr. Walker. He did not say that. 

Mr. White. I said this: That if public opinion required two kinds 
of money to be taken, the inferior money will circulate and the superior 
money will be put to other uses and be hoarded. 

Mr. Johnson, of Indiiina. As I understand, you have given us an 
illustration occurring during the old State-bank times, where two kinds 
of money circulated, one being at a discount and the other not. In 
other words, the bad paper did not drive the other out, but those 
whose necessities required it were obliged to accept the inferior 
money. 

Mr. White. At the time the bad money drove the good money out 
under the Gresham law the field of circuhition was taken by the infe- 
rior money, even though its inferiority was measured by only a very 
small fraction. 

Mr. Johnson, of Indiana. You think it is not a desirable condition 
to have two kinds of paper money in circulation, one being good and 
the other inferior! 

Mr. White. Most undesirable. 

Mr. Johnson, of Indiana. And that this is one danger with the 
State bank system of issuing paper money! 

Mr. White. Yes, sir; in my opinion. 

Mr. Johnson, of Indiana. In fact, it is true of any system which has 
two or three different kinds of currency, whether paper or not! 

Mr. White. I remarked that there were three or four different kinds 
of money circulating in Illinois before the war, as the chairman of this 
committee remembers, and the bad money had the field of circulation. 

Mr. Johnson, of Indiana. Is it not a fallacy to say that bad money 
will not circulate? 

Mr. White. Generally it is. I would not say that there may not be 
cases where bad money may not be driven out. The Suffolk bank, of 
Boston, managed, you know, to drive out inferior money. 

Mr. Johnson, of Indiana. But that system was limited in operation; 
it did not extend over a vast country with a population like ours. 
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Mr. White. No. 

Mr. Walker. No money but New England money circulated in 
Massachusetts or New England. There was no circulation whatever in 
New England for the poor money. 

Mr. White. That is so, and they had a law prohibiting the banks 
from paying out any notes but their own. 

Mr. Cox. There is a great diversity of opinion about this matter. I 
want to put this proposition to you squarely. My friend from Indiana 
(Mr. Johnson) starts with the supposition that State bank money would 
be inferior money. 

Mr. Johnson, of Indiana. Oh, no; I did not start with that suppo- 
sition. 

Mr. Cox. Your argument was that way, anyhow. 

Mr. Johnson, of Indiana. I believe it to be true. 

Mr. Cox. We never had any State-bank money in our history that • 
came in competition with national-bank paper money. 

Mr. White. No. 

Mr. Cox. Suppose you organize a State bank in a State where there 
is a national bank already in operation, with its circulating notes out. 
If the State-bank note is in the least degree in value below the national- 
bank note, would it not be absolutely impossible to pass the State-bank 
note over the counter! How could the bank get it out if it were not 
equivalent in value and not the representative of the same confidence 
by the people as in the case of the national bank note! 

Mr. White. It would be a question between the banker and his 
customer. lie would pass it over the counter, and then if the customer 
said he would not take it, he would not. 

Mr. Cox. Suppose the banker pays over the counter to you, say, 
$1,000. Then your object would be to pay it to me for $1,000. When 
you reach me and offer me the $1,000 of the State- bank money, I 
decline to take it. Your next step would be to carry it back to the 
bank, would it not? 

Mr. White. That is true. 

Mr. Cox. When you carried it back to the bank and asked the 
banker to give you credit for it on his books, and he declined to put it 
in that shape, but would only take it as a special deposit, then you 
would demand redemption, would you nott 

Mr. White. Yes; that is exactly the way I think it would work. 

Mr. Cox. If the State-bank note is well secured, and the issue is pro- 
tected, so that it is as good as the note of the national bank and as well 
protected — assuming those facts — would it not be a great help in com- 
munities as a local currency in the transaction of business! 

Mr. White. Yes, sir. 

Mr. Cox. Assuming those facts to be true — because I do not want 
anything to do with it unless the assumption is good— then would it 
not operate in another direction, that is, become an active competitor 
with other bank notes, both national and State t 

Mr. White. Yes; all banks are competitors with each other. 

Mr. Cox. Assuming the facts as I have stated, and assuming those 
conclusions to be true, as you have answered me, tell me what real 
objection there can be to having a State bank. 

Mr. Hall. A sound one. 

Mr. Cox. Assume that. 

Mr. White. There is the objection that Mr. Butler mentioned this 
morning, that they introduced heterogeneousness in currency, which is 
a bad thing. 
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Mr. Cox. Pardon me a moment. Would it not be an additional 
benefit if that ctirrency, Jike oar iriend Mr. Bntler said about the local 
currency, would have a tendency to (!irculate nearer home, assuming 
all the time that it is goodf 

Mr. White. It would be desirable that it should circulate at home, 
but it is a question whether it would circulate at home. 

Mr. Cox. It would circulate if it were as good as the other. 

Mr. White. The question where it will circulate will depend very 
much' upon its goodness. 

Mr. Cox. It would all depend on that. 

Mr. White. And the credit it enjoys. It might circulate a« far 
away from home as New York City, if it were perfectly good. 

Mr. Cox. Let me call your attention to one part of our country. 1 
know what the general remark is about capital, that we need more cap- 
ital. I want to call your attention particularly to this fact in the con- 
dition of our State securities. Our railroad and municipal securities^ 
as a rule, are all held away from home, fieal estate is not a security 
in the national banks. Our bonds and stocks are away from home. 
The difficulty with us is in offering the security required by the national- 
banking law. Now, assuming the same facts as before stated by me, 
that we make the security perfectly good, under proper limitations and 
restrictions, would not a system of that kind in the agricultural parts 
of the country, where they have no stocks or bonds of that character to 
use as collateral, be of great benefit ! 

Mr. White. A great benefit to them? 

Mr. Cox. Yes. 

Mr. Walker. To use real estate securities! 

Mr. White. I use such securties as I have. 

Mr. Cox. That makes it as good as the national-bank notes. Sup- 
pose you use real estate security! 

Mr. White. Do you mean real estate notes! 

Mr. Cox. No. 

Mr. Warner. You mean short- time paper for current discount! 

Mr. Cox. Certainly; the point being all the time that we must make 
it, under proper limitations and restrictions, as good as its sister paper 
at the next door, which you call a national-bank bill. Now, I ask you 
the question, if we do that would not that be of great value to a part 
of the country that has been deprived by misfortune — I will not speak 
of that — of its stocks and its bonds and the ready security upon which 
you can get money in the East and North! 

Mr. White. Any community which has a perfectly sound bank is 
in better shape than it was before. That is a complete answer, I think. 
I say that any community which has a perfectly sound bank is in a 
better shape than it was before it had the bank. 

Mr. Cox. That is true. 

Mr. White. That is true whether the bank has circulating notes 
or not. 

Mr. Cf)X. So it all comes back to the point that we make it abso- 
lutely good! 

Mr. White. Yes. 

Mr. Cox. That is where it all hinges at last. 

Mr. White. So the community understands it is good and so it 
maintains a high credit. 

Now, I want to say one thing more which this question has called 
up: I think any bank which lends money on mortgage security will not 
last very long. 
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Mr. Cox. I agree with you on that. I do not desire to follow that 
up, but I think the question is pertinent. Take the State of Tennessee, 
my own State. Her bonds are above par. Our interest all goes away 
from us. Now, I want to get an inducement to bring them back. A 
Tennessee bond to day does not bear quite so high a premium as a 
United States bond, but it is absolutely good. Now, if we want to bank 
upon the Tennessee bonds, with the whole State bound for their pay- 
ment — and other States are in tlie same condition — and with these 
restrictions, would it not be a great benefit to our citizens if our secur- 
ities could be brought back home where the interest on them would be 
paid at home? 

Mr. White. You see I do not believe in banking on bond security 
at all, and so I am not prepared to reply to that question in the affirm- 
ative. 

Mr. Cox. I assume that that makes the issue good. I do not care 
whether it is commercial paper or bonds. But can there be any harm 
in permitting the State bank to issue its notes or promises to pay money 
if it be settled that they are absolutely good! 

3Ir. White. Well, 1 answered before that the only objection is that 
of heterogeneousness. That is an objection that applies to the nation 
at large. 

Mr. Walker. Give a definition of good money. What is good 
money! You have been talking about good money. 

Mr. Johnson, of Indiana. 1 want to ask a question. 

The Chairman. The Chair will recognize the gentleman from Indiana 
in a moment. 

Mr. White. I was about to say one thing more, led up to by Mr. 
Cox's question. I have been looking up the banking laws of some of 
the Southern States, as well as some of the Northern States, as those 
laws now exist, and I say that if either the Baltimore plan or the 
Secretary's ])lan should be adopted, to allow banks to issue on the 
safety-fund system, neither Virginia, North Carolina, Georgia, New 
York, nor Massachusetts could ever issue any notes in competition, 
because it would cost too much. They all require bond security to day. 
Even Massachusetts has abandoned her old Suffolk system. 

Mr. Cox. I did not intend, of course, to discuss the question of the 
different characters of securities, and I want to say to you that I am 
heartily in favor of the two systems. 1 think each one would be a ben- 
efit, and that both together would be of much more benefit to the 
people. 

The Chaiuman. Did I understand you to say that your knowledge 
of the laws with regard to banking, in force in the States you name, 
leads you to say that the system ])roposed by Mr. Carlisle, or that in 
the Baltimore plan, would be more favorable to a localiXy for the taking 
out of circulation than would be the stocks of that locality! 

Mr. White. No; I meant to say that if the Baltimore plan or any 
safety-fund system were adopted, discarding bond security, the national 
banks in those very States would occupy the field of circulation, to the 
exclusion of State-bank notes, because it would cost the State banks 
too much. 

The Chairman. And therefore they could do better to adopt the 
national system! 

Mr. W^hite. Yes. 

Mr. Black. I want to call your attention, in this connection, to the 
fact that the legislature of Georgia is now in session, and there has 
been a bill introduced in that legislature authorizing the State to bank 
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under Mr. Carlisle's syatein. Do you not thiuk that the States would 
change their laws where tliey do not now permit banking: t 

Mr. White. They might do that. Some of the States have consti- 
tutional provisions against it. 

Mr. Johnson, of Indiana. What local need would this State-bank 
paper, which Mr. Cox has assumed in his questions to be sound, supply 
which could not be as well supplied by a sound national-bank notef 

Mr. White. Not any. 

Mr. Johnson, of Indiana. Is it not a fact that the German Govern- 
ment has, within a few years last past, taken away from the various 
States comi)osing that nation tlie right to issue paper money, and sub- 
stituted therefor a national currency! 

Mr. White. That 1 do not know. 1 have not examined that subject 
suflficiently to answer. 

Mr. Walker. Have you in mind 'the amount of gold in the United 
States at the time that we resumed specie payments, or at the close of 
the period of premiums on gold! 

Mr. White. I have not, and I do not know anybody that has. That 
is wholly a nmtter of conjecture. 

Mr. Walker. It was about $;M),000,000, I think. 

Mr. White. I do not know. I say it is purely a conjectural matter. 

Mr. Walker. I do not mean all gold. I should have said the 
visible gold 

Mr. W^hite. I think the Treasury had $1()0,()()0,000 of its own gold, 
and that there was about *5(),000,000 of other gold in the Treasury, 
represented by gold certificates. 1 do not think there wfis very much 
other visible gold. 

Mr. Walker. Can you tell us what the visible gold is in England, 
the gohl of commerc*^1f I think it is all in the Bank of England. 

Mr. White. J think it is about £24,()()0,0()0. 

Mr. Walker. That is the average sum. Have y<m in your mind 
the statistics with reference to the gold hold in India, China, and 
Mexico used in (!omn)erce? 

Mr. W^HiTE. No, I have not; the importations of gold into India la 
the last fifteen years have been very large, but the figures I do not 
know anything about. 

Mr. Walker. The point I want to get at is this: Tliat international 
commerce, without regard to national laws, nmkes it to the interest of 
those engaged in commerce, of whom the banks are part in all countries, 
to maintain the gold necessary for their business, irresi)ective of laws. 
Is not that true? 

Mr. White. Oh, yes. 

Mr. Walker. Is it not true that the United States, England, India, 
China, Mexico, and in fart every country, has held about the same pro- 
portion of all visible gold for the purposes of international connnercef 

Mr. White. Yes. that is my opinion. 

Mr. Ku«sELL. I should like to ask Mr. White if, in his opinion, the 
provision of section 5 of the Secretary's bill is a serious obstacle to 
the organization of national banks for circulation. 

Mr. White. That is the provision which makes them* all responsiblet 

Mr. KrssSELL. Makes them responsible for contingent liability. 

Mr. Whi'J'E. I tliink it is an obstacle. As Mr. Butler said this morn- 
ing, I think the board of directors would shy at it. 

Mr. liiTssELL. In your oi)inion, the provision remaining as it is now 
drafted in that bill would result in few national banks, if any, organise 
ing for circulation? 
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Mr. White. That is my opinion. 

Mr. Hall. You are speaking of section 5, Mr. Russell? 

Mr. Russell. Yes. 

Mr. Hall. 1 think Mr. White and Mr. Butler liave unwittingly done 
injustice to Mr. C'arlisle's plan. Have you carefully read that section, 
Mr. White! 

Mr. White. 1 heard .vou read it carefully this morning. I should 
like to hear it again. 

Mr. Hall. I will state the substance. 

It provider, in the first place, that each bank shall he required to 
deposit what the Secretary calls a guarantee fund of 30 per cent in 
greenbacks. Then a safety fund is created of 5 per c<?nt by taxing all 
the banks. This safety fund is for the purpose of redeeming ihe notes 
of failed national banks. The minute .a national bank fails, its guar- 
antee fund held on deposit shall be transferred to the safety fund. That 
in and of itself will go a lo?ig way toward redeeming these notes. Then 
the notes themselves are made a first lien upon all of tlie assets of the 
bank, besides which there is a double liability clause with reference to 
the stockholders, and I should think that ninety-nine times out of a 
hundred that would certainly satisfy and pay all the notes of failed 
national banks. But in the event that it does not it is provided that 
there shall be an assessment upon all the national banks of the United 
States just for the purpose of bringing up this safety fund to its 5 per 
cent, out of which the notes of failed national banks are paid. Then 
^ve the national banks that contribute this a first lien upon all the 
assets, and a double liability clause against the stockholders, to reim- 
burse them for the money they have exi)ended for the benefit of that 
bank. Do you mean to say that that little contingent liability would 
have a tendency that in and of itself would prevent men from taking 
out charters under this phm ? 

Mr. White. 1 agree with Mr. Butler exactly on that. To my mind 
it wonld not weigh a feather, because 1 say that the notes would bo 
absolutely vsecure ; and yet I think the avernge board of directors would 
bliy at it; that they would say »' that is an indefinite sum." 

The Chairman. In that connection Mr. Carlisle, on page 15 of his 
report to Congress, states the total resources of the 3,755 national 
banks at 83,4V3,(H)0,00(), while the capital stock of all the national 
banks is only $072,(KK),()(K). If banks are restricted to the 75 ])er cent 
of their c^apital stock thi'y will only be i)ermitte(l to issue to the pres- 
ent number of banks on their capital stock -^504,(M)(),()nO of currency. 
If every bank failed this is all they would be required to pay, and 
there would be a fund estimated at $3,473,0()(),()()() with wlii<'h to pay it. 
Are vou of opinion, Mr. White, that the 8:5,47;5,0(K),0()O would be ample 
security for 85()4.0(M),()(M), if all the banks were to failf 

Mr. Whitk. Yes, sir. 

Mr. Hkndeuson. Is that the resources of all the banks? 

The Chairman. Xati(mal banks only. 

Mr. Henderson. Do they assess this 5 per cent on all their resonrcesf 

The Chairman. No; but all the resources are held liable to the bill 
holders for the payment of the circulating notes, and, in addition, there 
is a personal liability of the stockholders equal to the whole amount of 
the stock. I do not see here any estimate of that. 

Mr. Hall. It is 5 per cent of the circnlation. 

Mr. KussELL. One question more, Mr. White. I understood you to 
say that, in your opinion, under the provisions of section 5 of the Sec- 
retary's bill, the directors of a national baftk would shy at thij? propo- 
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sition. Do 1 understand that you think if a bank desires to become a 
bank of circulation it would much prefer to be a bank of circulation 
organized as a State bank, rather than as a national bank, with the pro- 
visions of that section 5 remaining as they are ? 

Mr. White. Yes; I should think so. 1 should think that the bank 
would take that method of circulating notes, if the door were open 
involvjuff less liability. 

Mr. Brosius. Apropos of your suggestion a moment ago, about the 
difficulty in some States of organizing Stiite banks under the Secre- 
tary's plan, the constitution of the State of Pennsylvania provides that 
no note shall be issued by any bank organized in the State until the 
bank has tiled with the auditor general security equal to the amount 
of notes for their protection. Under such a constitutional provision 
the State could not organize any banks of issue under the Carlisle 
plan, could it! 

Mr. White. No; it could not. 

Mr. Brosius. Why not? 

Mr. White. It would cost too much. 

Mr. Brosius. Would it not make very expensive circulation? 

Mr. Warner. Xot unless your securities were above i)ar. 

Mr. Brosius. It would (]ei)end upon the amount of interest, of course; 
but under ordinary circumstances I want to know yrmr opinion about it. 

Mr. White. I do not tliink, as I said, that they could organize any 
banks of issue under the Carlisle plan in that State. 

Mr. Brosius. In addition to investing its capital in these securities 
it would have to invest M) per cent of its circulation, and then it would 
have 130 per cent of its circulation invested and tied up? 

Mr. AV kite. Yes. 

Mr. Warner asked ^Ir. Homer a question last evening, which was very 
proper and rather a pregnant one, and tliat was. If the banks would 
hesitate to guarantee each other how could it be safe for the Govern- 
ment to guarantee all the banks? I think tli'ae are two or three 
answers to that question. One is that the Covernment can do it on 
account of its bigness. 1 should not want to insure Mr. Warner's life, 
nor would he want to insure mine, but a life insurance company would 
be very willing to make such a contract. That is one answer. Another 
answer is that the Government has the power to tax all these banks, 
and it can recoup itself by taxation. The amount of failures of banks 
at any time can be ascertained, and the Government is able, if required, 
to pay out its own money, and then is able to recoup by making the 
other banks pay up. 

Mr. Warner. Can it do so except as a matter of the future? 

Mr. White. No. 

Mr. vVarner. Then, as a matter of actual fact, would it not have to 
meet the responsibility from the Treasury — with the only resource left 
to tax other banks that were not responsible for the immediate exigency 
which caused it to lose money? 

Mr. J(»HNS(>N, of Indiana. That is the whole Baltimore plan. Might 
it not be possible that the Government officials would* be a little more 
alert to examine banks if they knew that by the failure of banks the 
Government w^ould have to redeem their notes from its own funds? 

Mr. White. Yes; not only more alert, but they have the power to 
take a bank by the collar and force it to make good the loss. 

Mr. Warner. Do you think it necessary for the security of the 
notes that the Government should assume that responsibility? 

Mr. White. I do not. I tliink it is desiiab'^ but not necessary. 1 
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think it is desirable, because it gives unlimited credit to the bank note, 
and that is understood by the public. 

Mr. Wai:ner. As a matter of fact, after one or two years' experience, 
woukl not that plan, which was suggested by Mr. Butler, of people 
being used to taking money without loss upon it so work that people 
woukl become utterly indifferent as to the Government guarantee? 

Mr. White. Yes; there would be a constant tendency that way, just 
SLA there is in Canada. The Government there is not responsible, but 
the banks have unlimited credit. 

Mr. Warner. Which could not beadded to by any Government guar- 
antee, could it! 

Mr. White. In Canada! 

Mr. Warner. In Canada. 

Mr. White. That I do not know, whether it could be added to or 
not, but I say that their credit is unlimited. 

Mr. W^ARNER. If it is unlimited there is nothing to add. 

Mr. White. Yes; thecre<lit is suttlcient at all events. 

Mr. Warner. Ls there not this danger if, by legislation, the Gov- 
ernment is put absolutely behind every bank note which it permits to 
circulate, that however carefully we may safeguard th<* issue by pres- 
ent law, there would be constantly left the temptation, in times of 
stress or whenever a ])art of our people thought they wanted more 
money, to take away one after another of those safeguards in order to 
enable currency to be issued more freely, and thus to bring about — 
gradually perliaps, but almost surely — a lessening of the dependence 
upon the guarantee and the increase of the dependence upon the Gov- 
ernment liatt 

Mr. White. A tendency in Congress to do that? 

Mr. Warner. Yes. 

Mr. White. Of course Congress could remove the safeguard, and 
there would be that tendency, but I do not think it would be dangerous. 
You can hardly conceive of a condition of things where there would be 
more demand for money than there wa« last July and August. Con- 
gress was in session at that time, but Congress did not take any steps 
to make any more money. 

Mr. Warner. But has there been a Congress elected for the last ten 
years in whieh, if it had been known that the amount of currency could 
be increased by not in any way decrea.sing its safety so far as the abso- 
lute Government guarantee was concerned, there would not have been 
a very strong movement to take away the safeguards which obstructed 
the increase of the currency! 

Mr. White. That is altogether a matter of opinion upon a political 
question, but I should not consider that condition a dangerous one. 

Mr. Johnson, of Indiana. " White man is very uncertain" as to what 
he will do? 

Mr. White. Yes. 

Mr. Brosius. Unless the Canadian system has been recently changed, 
I understand that there «are three kinds of notes there — the usual bank 
notes and what they call the Dominion notes. I understand that there 
is an issue of 820,000,000 of Dominion notes; that these are guaranteed 
by the Government of England. Am I right? 

Mr. White. I am not aware of that. 

Mr. Ellis. He said the contrary of that. 

M. Brosius. I say this Dominion issue of $20,000,000 is secured by 
Government securities! 
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Mr. White. The Dominion issues are just like our own greenbacks; 
tliey are Government notes. 

Mr. Buosius. They are based upon securities, are they not I 

Mr. White. The Government that issues theui is itself the security. 

Mr. Beosius. Tlien there are no Government securities at all used in 
Canada as a basis for circulation! 

Mr. White. Not that I am aware of. 

Mr. Bkosius. I liave always understood — and I am sure I did not 
evolve it out of my own consciousness, because I must have got the 
information from residing books on the subject — that the Dominion issue 
of 820,000,000 is actually guaranteed by securities in the nature of our 
bonds. I may be mistaken, but I have the idea, and I must have 
acquired it from my reading, that not only is that so, but that the Eng- 
lish Government in some way guarantees those Dominion notes. Are 
you aware of anything of the kind! 

Mr. White. 1 never heard of such a thing. 

Mr. Brosius. That leaves only about J35,000,000 of notes in Canada 
which are based upon credit alone. Do you think you can safely reason 
by analogy between our country and a country that does not do any 
more business, probably, take it altogether, or very little more, than 
one of the big dry goods houses in the city of New York, and which 
only has at best about $35,000,000 of notes in circulation f Can you 
reason from the monetary system of such a country as that to the 
monetary system or the banking system of a country like the United 
States, where we have over a thousand millions of circulating jiaperf 

Mr. White. If the system is reasonable in itself, then the fact that 
it has the guarantee of a neighboring country adds force to the argu- 
ment. I do not think that this Baltimore plan depcnd^ on the question 
of what the system is in Canada at all. The Baltimore plan must 
depend on human reason. The question of the system in Canada is 
simply an additional argument in support of the Baltimore plan. 

Mr. Brositts. The princi])le being sound, might it not work much 
better in practice in a small country like Canada, with so limited an 
amount of circulation, and yet not work at all well in practice in a 
great country like ourst 

Mr. White. 1 do not see it that way. It is a matter of opinion, of 
course. 

Mr. Waunee. I am just informed, from a very trustworthy source, 
that Mr. Brosius is correct, and that the Dominion 820,000,000 issues 
are secured partly by coin and partly by British securities. 

Mr. Brosius. I thought I was right. 

Mr. White. 1 simply said 1 had never heard of it, and I never have, 

Mr. Johnson, of Indiana. Mr. Warner asked you if you did not 
think that after a couple of years or so the people would acquire great 
faith in paper currency, even though the Government were not liable 
for its ultimate redemption. I will ask you if it is not of primary 
importance that the popular faith should attach to the currency from 
the very inception of its issue? 

Mr. White. I think so, decidedly. 

Mr. Johnson, of Indiana. Whether that is not the important thing, 
and that there shall be no experiments making results doubtful! 

Mr. W^HITE. 1 think it is very desirable. 

Mr. Hall. Is it not the fact that it was some years after the national- 
bank act was passed before that sort of currency became popular? 

Mr. White. I do not think there was ever any lack of faith in the 
national bank currency. 
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Mr. Uall. That it was not popular for several years after its first 
issue? 

Mr. White. 1 do not remember about that. You see in the original 
national banking law the Government wa« responsible for it. The 
national banking law was passed in 1863, and how oouM the notes be 
lacking in confidence when the Government was behind them? 

Mr. llALL. They were looked on with disfavor on account of the 
repeal of certain State-bank laws. 

Mr. White. I know. 

Mr. Johnson, of Ohio. Was there not a time, before the 10 i)er cent 
tax was enacted, when the State bank money and the national-bank 
money circulated together? 

Mr. White. Oh, yes. That is true. 

Mr. Johnson, of Ohio, I am entirely ignorant as to what the condi- 
tion was at that time. How were they paid! Which issue did the 
people prefer'? 

Mr. White. The tax did not go into effect until August 1, 1866. 

Mr. Johnson, of Ohio. Before the tax went into effect, how did the 
national-bank currency and that of State banks operate together? 

Mr. White. They circulated side by side, and that is all I can say. 
I simply say that after the legal-tender act passed the State-bank 
notes became immediately redeemable in legal tender notes, and there- 
fore there could be no difference between them, because the Govern- 
ment was behind both. 

Mr. Walker. Is it not a fact that the first national banking act 
was so drawn as to make it move profitable for the banks to renew under 
their State bank charters, or not to abandon their State charters, and 
that the national currency was very limited in circulation until the 10 
per cent tax went into operation? 

Mr. White. Yes, sir. 

Mr. Johnson, of Indiana. I want to say that the question of confi- 
dence of the people in this currency was very different in 1863 fi'om 
what it is now, because in the interval the people have been educated 
to rely upon national-bank notes, for the reason that they have entire 
faith now in the (lovernnient as their ultimate redeemer. 

Mr. Cobb, of Alabama. Did you intend to say that the Gresham law 
oi)erate8 on paper currency in the same way in contracting that cur- 
rency as on the metallic money? 

Mr. White. I did not say anything about contracting currency. I 
said that the Gresham law operated on paper currency in the same way 
as on metallic currency if it had either a legal-tender law behind it or 
public opinion behind it sufficient to force both kinds into circulation. 

Mr. Cobb, of Alabama. Is it not true that the operation of the 
Gresham law on metallic money is to drive it from the country, but that 
its operation on paper money is to make it slower of circulation without 
altogether driving it out? 

Mr. White. Yes, that is it. 

Mr. Cobb, of Alabama. Then the same consequences do not follow 
in the application of the Gresham law to paper money as to metallic? 

Mr. White. You can not drive paper money out of the country. 

Mr. Cobb, of Alabama, ^ov out of circulation. 

Mr. White, No, not entirely, because there are certain things that 
the superior currency will do that the inferior will not. The inferior 
currency will have the field of general circulation, and the superior 
currency will have the field of circulation to the extent that it will pay 
obtain debts and make exchanges in distant places when the other 
will not. 
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Mr. Cobb, of Alabama. Then does it not follow tbat that law does not 
properly operate upon paper currency to its full extent as it does upon 
metallic money! 

Mr. White. If the paper currency is a legal tender, then I think it 
does operate to its full extent, except that you can not drive it out of 
the country. 

Mr. Cobb, of Alabama. Nor hide it away. It is still in circulation for 
the time being, is it not? The law only causes it to be withdrawn 
temporarily, does it not? 

Mr. White. Yes. 

Mr. Cobb, of Alabama. Whereas, upon metallic money the, effect of 
the law is to drive it entirely out of circulation ? 

Mr. White. It drives the matallic money to foreign countries. 

Mr. W^ALKER. I want Mr. White to be correct on the record. It is a 
fact, I believe, that the gold of this country increased during the period 
of susi)ension of si)ecie payments and was larger just before resump- 
tion than prior to that time. Now, my point is that you did not intend 
to say that tlie Gresham law would drive gold out of the country, but 
out of circuLition. 

Mr. White. Oh, yes; there was a great deal of gold in existence in 
New York during the war. 

Gentlemen, my train time has come, and I must ask to be excused. 
I am much obliged to you. 

The Chairman. The chair desires to state that Mr. Cornwall has 
not arrived, at least has not appeared before the committee, although 
he is in the city. The chair will therefore suggest that, if there is no 
other gentleman present who desires to be heard, the committee adjourn, 
after an executive session, to meet at 10 o'clock to-morrow morning in 
this room. 

The chair desires that the members of the committee will remain in 
the room for some executive business. 

Thereupon, at ;130 o'clock p. m., the committee went into executive 
session, and shortly afterwards adjourned. 



Washington, D. C, Thursday, December 13, 1894. 
The committee met at 10 a. m. Present : The chairman (Mr. Springer) 
and Messrs. Sperry, Cox, Cobb of ]Missouri, Ellis, Cobb of Alabama, 
Warner, Johnson of Ohio, Black, Hall, Walker, Brosius, Henderson, 
Eussell, Haugen, and Johnson of Indiana. 

letter of MR. R. B. FERRIS. 

Mr. Warner presenied a letter which he had received from ^Ir. It. B. 
Ferris, vice-president of the Bank of New York. 
The letter was ordered to be printed and is as follows : 

The Bank of New Youk, 
Xeic York J December i:^^ 1S94, 
Hon. J. DeWitt Warner. 

Dear Sir: As we have this morning the text of Secretary Carlisle's 
currency bill, 1 take occasion to make a few remarks. There seems to 
be no good reason why existing national banks who have United 
States l)onds on deposit with the Comptroller of the Currency should 
not be allowed to continue as they are, either until their charters expire 
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or the deposited bonds are paid off. Section 7 seems like forcing the 
banks to do what they have not been consulted about, and, in consid- 
eration of what the national banks have done for the Treasury, is a little 
inconsiderate. 

The remark we so often hear, that a circulation based on deposit of 
bonds can not be elastic, is not strictly true. The reason the circula- 
tion of the national banks is not more elastic is the present method of 
redemption by the Department at Washington; it is a little slow. I do 
not mean to disparage the Department; the amount of work it does is 
immense, but tlie trouble is that only mutilated notes unfit for use 
are returned to the Department for redemption. This would be obvi- 
ated by the establishing of ceutral redemption agencies, say, one in this 
city for the State of New York, then when banks hold a j)lethora of 
money it would be an easy matter to sort out the New York State 
notes (by their backs) and return them to the redemption agent. The 
issuing bank, on receipt of them, sorts out those unfit for use, sends 
them to Washington for new notes', and stows away the others in its 
vault until time of need. 

The notes being "on hand" reduces the amount of its tax and the 
bonds on deposit are earning interest. Now, when a bank finds there 
is a plethora of money, it makes a deposit of the United States notes 
with the Treasury, gets back its bonds, possibly sells tliem, and when 
the time of emergency comes, has to send on new bonds and wait the 
time when new notes can be printed, signed, and prepared for use; 
then the emergency may be passed. The fault is partl3- with the banks 
and partly with the system of redemption. Give the national banks 
par for their bonds and let them continue as they are, if they wish to. 

Section 10, providing for the issue of notes by State banks, without 
the provision of a sinking fund, as provided in section 5 for national 
banks, makes the bill sijnply an inflation measure, modified by the 
dei>osit of 30 per cent in legal-tender notes and the provision (section 
9) to cancel United States notes to the ext-ent of 70 per cent of new 
circulation, issued when the Treasury has the means to do it. 

As a bill to substitute national bank notes for United States issues, 
it will be a failure, as it presents no inducements to solid banks to 
become insurers of the circulation of mushroom institutions, and the 
stimulant to organize State banks, not subject to United States inspec- 
tion, is questionable. 

Very respectfully, K. D. Ferris. 

Hon. J. DeWitt Warner. 

You are privileged to use my communications as you think proper. 

LETTER OF WILLIAM B. DANA. 

The chairman said that he had received a letter from Mr. William B. 
Dana, of the Commercial and Financial Chronicle. Mr. Dana was one 
of those gentlemen who had been invited to appear before the committee, 
and lie stated his inability to do so. 

The letter was oideied to be printed in the proceedings of the com- 
mittee, and is as follows: 

THE COMMERCIAL AND FINANCIAL CHRONICLE. 

Neic Yorkj December 1J2, m)4. 
My Dear Sir: 1 thank you for your request to appear before your 
committee on the 15th instant for the purpose of attempting to give 
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iuforniation with reference to bauking aud currency matters. My 
engageiiieiits are siicli at tLis period of tbe year as to render it impos- 
sible for me to be present. Excuse me if I add that industrial interests 
would no doubt be greatly benefited if Congress could pa*i& a bank- 
note measure and at the same time provide some method for gradually 
getting rid of the legal-tender notes as the bunk notes were issued, 
llr. <^3arlisle's plan has this double purpose in view. 
Thanking you again for your invitation, I remain, 
Very truly yours, 

William B. Dana. 
Hon. William M. Spbingeb, 

Chairman Banking and Currency Committee^ 

Washington^ D. C 



STATEMEHT OF MB. WILLIAM C. CORSWELL. 

The chairman stated to the cx)mmittee that Mr. Cornwell, president 
of the State Bank of Buffalo and president of the State Bankers' Asso- 
ciation of the State of New York, had been notified to appear before 
the committee and was now present. The committee would be pleased 
to have Mr. Cornwell make any statement he might desire, and aftnr 
that members of the committee might desire to put some questions 
to him. 

Mr. Cornwell said : Mr. Chairman and gentlemen, 1 want to make, 
if you please, three very brief suggestions, which, in the order that they 
are made, seem to me to be the most important in the situation as 
regards the finances of the United States. 

First and most inix)ortant, in my opinion, is that the greenbacks and 
Treasury notes slrall be redeemed and canceled. 

The real business of a (iovernment, as regards money, is to stamp 
on gold and silver its fineness and weight. If a Government stops 
there it seems to me that it has done its greatest duty, and almost its 
entire duty in the premises. The Government has no right to issue 
paper with nothing ba(jk of it, an<l to make that paper legal tender. 
It has no right to create a currency, and by acts of law to force the 
people to take it at full value without regard to its intrinsic worth. 
T say it has no right, because all such issues up to date have ended in 
trouble. History proves that tbe greenbacks and Treasury notes are 
of that character. 

They tire the Government's notes to the extent of $500,000,000, pay- 
able on demand and payable in gold. They have caused trouble enough 
already. Tliey are a constant menace to the gold reserve. They 
should be paid off. 

My second suggestion is that the vacancy created by the retirement 
of the legal-tender notes should be filled with bank notes. 

The best currency of the best nations to-day is mainly bank notes, 
which are a first lien on the assets of the bank. These assets are com- 
mercial possessions, representing the product of the brain and muscle 
of millions of people. They are the wealth of the nation. What bet- 
ter basis for circulation can there be than that— the actual wealth of 
the nation 1 

To fill the vacancy created by the retirement of legal-tender notes, 
and as fast as they are retired automatically national banks should be 
allowed to issue notes to a percentage of their capital without bond 
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secnrify, the notes to be a first lien on the assets of the bank, includ- 
ing the double liability of stockholders, with a guarantee iund 
made up by all the banks, the Government continuing to redeem and 
guara little all notes. This, with a jirovision for an emergency issue, 
is practically the Baltimore plan. It is suliiciently good as far as it 
goes, anil it goes far enough for the present. I think we could very 
well stop here and go on ibr a good many years without any other 
improvement. 

But I believe in a thorough investigation based ui)on experience as 
to what should be done, and for that reason, and to perfect the system 
farther and to work out the complicated and delicate problems attend- 
ing it, an impartial expert commission should be appointed. 

I recapitulate: 

First. Retire legal-tender notes. 

Second. Let the national banks take out notes under the Baltimore 
plan to replace them. 

Third. Ai>point ^n impartial expert commission t/> perfect the cur- 
rency system. 

Mr. Warner. What would be your plan fo*' the retirement of green- 
backs and Treasury notes! 

Mr. OoRNWELL. The only way nOw open would be by the issue of 
low-rate bonds to redeem them with. 

Mr. Warner. You heard Secretary Carlisle's plan! 

Mr. CouNWELL. Yes. 

Mr. Warner. That would provide for a quasi retirement of this 
greenback circulation for the time being! 

Mr. CoRNWELL. Yes. 

Mr. Warner. What do you think of that plan ! 

Mr. CoRNWELL. As to the part which relates to the retirement of 
the greenbacks! 1 feel about it that it is not definite enough. The 
greenbacks are put away, but there is nothing to prevent their getting 
back again. 

Mr. Warner. To what extent do you regard as an obstruction to 
tlie issue of currency under that plan the requirement of the 30 per 
cent deposit! Is that an immaterial or a serious obstruction! 

Mr. CORNWELL. Xo; I do not think it is an obstruction. 

Mr. Warner. Do you think that the deposit of 30 per cent in 
greenbacks under the Secretary's plan is necessary to the safety of the 
currency proposed to be issued under that plan! 

Mr. CoRNWELL. No; 1 do not. 

Mr. Warner. You think that it is quite safe without it! 

Mr. CoRNWELL. 1 would limit the issue of bank notes to 5(i per cent 
of their capital inst-i»ad of 75 per cent, 

Mr. Warner. Then you would limit the bank note circulation of 
the country to a maximum of 50 per cent of the banking capital? 

Mr. CoRNWELL. Yes, at present, with the exception of an emergency 
circulation, which can only come into use in very serious times. 

Mr. Warner. You are in favor of that feature of the Baltimore i)lan ! 

Mr. CORNWELL. Y'^es; it is a simple way of meeting that point for 
the present. 

Mr. Warner. You would not lock up the greenbacks as a feature of 
your currency system ! 

Mr. CoRNWELL, No; but before doing anything with the currency I 
would construct a plan to retire the greenbacks. 

Mr. Warner. As a separate measure! 
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Mr. CoRNWELL. Either.aeparately or with, but.^r^f. 

Mr. Warner. And having no necessary connection with the issue 
of currency? 

Mr. Cornwell. Except that with retirement of greenbacks there 
would be contraction, and something must fill the phice for a while at 
least. 

Mr. \Varner. No connection except aftbrding a broader field to the 
new circulation ♦ 

Mr. Cornwell. That is it 

Mr. Warner. If, under the Secretary's ])lan, you deposited 30 per 
cent of greenbacks of the face value of the notes that you are to issne^ 
that is an equivalent to a tax on the note circulation equal to the loss 
of interest on the 30 per cent of greenbacks dei>osite(i, is it not! 

Mr. Cornwell. The banks would take out that 30 per cent in their 
own notes, would they not, and instea I of using greenbacks as cur- 
rency they would use their own notes! 

Mr. Warner. Taking the net gain of circulation (whatever it is), 
the deposit of the greenbacks as a C/Ondition for securing them is equiva- 
lent to the loss of interest on that 30 per cent deposited, is it notf 

Mr. Cornwell. Do I understand that you assume that Secretary 
Carlisle's plan involves thi^ deposit of 30 per cent in any case! 

Mr. Warner. Thirty per cent of the circulation. No^^, to the extent 
of the inability of the banks to get out a large part of the circulation 
which they are entitled to they would be hampered by nonprofit on 
that 30 per cent. 

Mr. Cornwell. To the extent to which it was hampered that would 
increase the obstruction to getting out (currency. 

Mr. Warner. You think that it would act in that way? 

Mr. Cornwell. Yes. 

Mr. Warner. And would have a tendency to increase the interest 
charged to borrowers from the bank, would it not! 

Mr. Cornwell, If you start irom where we are now, with practically 
no i)r()fitable circulation 

Mr. Warner. 1 mean, as compared with any plan which did not 
involve that obstruction. 

Mr. Cornwell. Yes; I think it would add to the expense of the 
banks. Of course, competition comes in to take care of the borrower. 

Mr. Warner. Does not competition, in view of reasonable profit, 
come in to regulate the amount of currency to be taken out? 

Mr. Cornwell. That may have its effect. 

Mr. Warner. And would not interest be higher with the additional 
tax or with the obstruction arising from this 30 per cent dei)Osit than 
if the 30 per cent was not reipiired ! 

Mr. Cornwell. I think that would have its effect in regulating the 
rate of interest, though the effect would be very small. 

Mr. Warner. The effect, if any, however, would be to raise the rate 
of interest? 

Mr. (30RNWELL, Yes; rather to raise it than to depress it. 

Mr. Warner. In other words, bankers are going to do business at 
a i)rofit if they do business at all? 

Mr. Cornwell. That is what they like to do. 

Mr. Warner. Your plan, however, would be to retire greenbacks 
by a bond issue? 

Mr. Cornwell. 1 think that would be the only way to do it now. 
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Mr. Warner. In reference to branch banks, that subject has been 
casually referred to here once or twice. In your opinion, is the ques- 
tion of any considerable importance in determining our currency 
system? 

Mr. CORNWELL. I think not now. It is a very important feature, 
but I do not think we ought to consider it now. 

Mr. Ellis. If I understood you, you stated that you believed the 
Government had no right to issue money with nothing back of it. I 
do not think that that was really what you meant to say, perhaps. Do 
you think that the Government has the power to issue money of any 
kind beyond the power given to it to coin money and to regulate the 
value of foreign coins? 

Mr. CoRNWELL. That ispractically where the Government authority 
should end. 

Mr. Ellis. You also advocate the issue of bonds and taking up of 
greenbacks, and you think that the vacuum occasioned by that would 
be tilled by the banks which would issue bank notes in lieu of the 
greenbacks? 

Mr. GoRNWELL. Should be filled. 

Mr. Ellis. Do you believe that if the greenbacks and Treasury notes 
were all redeemed and taken in by the Treasury, the banks would 
issue circulation in lieu of them ? 

Mr. CoRNWELL. I think that in order to avoid contra<5tion the issue 
of bank notes and the retirement of legal-tender notes should be coin- 
cident and automatic. 

Mr. Ellis. Do you mean to say by that that you would advise a 
provision requiring the national banks or the banks organized under 
this system you propose, to take out circulating notes to an amount 
equal to the amount of Government notes taken in? 

Mr. GoRNWELL. Either that or that the Government should be 
required to call in and cancel greenbacks as the national-bank notes 
are taken out. 

Mr. Ellls. I do not think I (juite understand your objection to the 
plan suggested by the Secretary of the Treasury of depositing legal- 
tender notes to secure bank circulation. What do I understand your 
objection to that to,be? 

Mr. CoRNWELL. That would be a temporary retirement of that 
amount of greenbacks. The Secretary's bill further provides for an 
optional retirement by the Secretary. What I say, is that before we 
begin to issue bank notes we ought to get rid of the legal-tender notes, 
and that there should be a definite arrangement by which as the bank 
notes go out the legal-tender notes come in and be canceled. 

Mr. Ellis. What do you tliink of that provision in the ])lan proposed 
by the Secretary of the Treasury which requires every bank which goes 
into this schenie to bexjome the guarantor of the liabilities of other 
banks? 

Mr. CORNWELL. That practically is a provision in the Baltimore 
plan, though I think that in the talk on this subject before the com- 
mittee that has not been brought out. It seems to me that section G 
of the Baltimore plan states that when the fund has reached 5 per cent 
the tax shall be suspended, and that when it goes below 5 i)er cent it 
shall be resumed. Now, if the 5 per cent fund is exhausted and the 
Comptroller of the Currency deems it necessary to replenish it, he does 
it by a tax on the banks of one half of 1 per cent, so that eventually 
the Baltimore plan throws the entire responsibility onto the banks, 
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although the Government has the responsibility at the start, has it at 
the time of the failed bank, and has it at taking up the notes of the 
flailed bank, hut eventually gets it back. 

Mr. Ellis. What in your opinion woukl be the effect of any system 
which requires every bank to become the guarantor of the notes issued 
by all the other banks of the country! 

Mr. (JoRNWELL. As a praijtical piece of business it should not be 
done. But the currency is a little higher than and ai>art from ordinary 
commercial business. It has got to be protected and to be made abso- 
lutely secure, and in my 0])inion that is the only way to do it. 

Mr. Ellis. Do you believe that banks would be organized under a 
system of this sort if they understood in advance that ultimately their 
assets could be assessed and made liable for the notes of all failed 
banks througliout the country? 

Mr. CoKNWELL. iJnder the protection of the national-banking sys- 
tem as perfected at present and guarded in every way, I do. 

Mr. Ellis. 1 understand from that that you confine the system to a 
national bank system exclusively? 

Mr. CouNWELL. I would, because the national banking system has 
been in operation thirty years or more, and during all that i>eriod 
everything has been done to perfect it as far as possible. I believe 
that a man who has been in business thirty-one years successfully is a 
better man to take charge of a great interest than a man who is just 
starting. 

Mr. Ellis. What is your opinicm as to the feature of the plan pro- 
posed by the Secretary of the Treasury, which proposes to exempt 
State banks from taxation on certain conditionsf 

Mr. Corn WKLL. I feel thnt the introduction of the State-bank feature 
in the Secretary's plan is the weak part of the whole plan. I think 
that the Secretary himself thinks so, because on pages 41 and 42 of 
your proceedings he says that he regards that as entirely a side issue 
and does not give mucli importance to it. May I quote! 

Mr. Ellis. Yes. 

Mr. CouNWELL. The Secretary says: 

Secretary C-'aulislk. I confess, .ludj^e Cobb, that I do not attach the same impor- 
tance to this State-bank provision that perhaps some other gentlemen do. I do not 
know to what extent it would lie utilized, vvm if it should bo adopted. Hut still 
there seems to be a demand in some parts of the country for such a system, and I am 
•willing to accede to that demau^L 

Further on the Secretary says : 

I attach less importance to the State-banking system tlian many other gentlemen 
do; but there seems to be a demand in certain parts of the country for fcjtate banks. 

And in other places the Secretary exi)resses himself still more indif- 
ferently. 

Mr. Ellis. If tiiat feature of the plan suggested by the Secretary of 
the Treasury is adopted, would it in your opinion increase or diminish, 
or what effect would it have on the circulation that might be issued! 
Would it tend to give a larger cinuilation than the national-bank sj'S- 
tem if that system were simply adhered to? 

Mr. (3okj>jwell. There are just four things which we ought to have 
in the currency. First, secnrit \ ; second, convertibility; third, uniform- 
ity; and last, t^asticity. Now, we have got the lirst three. We have 
got them in magnificent shape. We have got absolute security. We 
have got convertibility. We have got uniformity, j^ow, the introduc- 
tion of a State-bank arrangement would wipe out uniformity, the thing 
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for which, with the otlier two, the United States are celebrated all over 
the world. These three conditions of the national-bank notes were so 
brilliant that about fifteen years ago there was an element in the Cana- 
dian Parliament so infatuated with our national-bank note system tbat 
it was pressed very strongly that the Canadians should give up their 
system and adopt our national banking system simply because these 
three qualities of a first chiss currency — seiuirity, convertibility, and 
uniformity — were predominant. Now, if we go into this State-bank 
arrangeme!it we are going to wipe out one brilliant feature of the 
national currency, and that is uniformity. 

Mr. Cox. Do not the same features attach to the Canadian notes? 

Mr.CoRNWELL. Well, they do now under the Canadian bank bill of 
1890. The only feature whirh the Canadians did not have was uniform- 
ity in this way, that their bills were subject to a discount under certain 
conditions. The bills of failed banks and bills of a distant province 
were subject to a discount. That was remedied by establishing cen- 
tral redemption agencies in all the la^ge cities in Canada, from Ontario 
to Manitoba; and further, by making the notes of failed banks to begin 
drawing interest at once at per cent. If a bank fails in Canada its 
notes begin to draw interest at G per cent, and therefore they are 
eagerly sought after by investors. There is no danger of their going 
to a discount and they might go to a premium. 

Mr, Warner. The Canadian banks are entirely independent of each 
other, are they not? 

Mr. Cornwell. Yes, 

Mr. Warner, So that in that particular they are just as independ- 
ent esvsentially as would be the banks of one State of the banks of 
another State? 

Mr. Cornwell. Yes. 

Mr. Warner. Now, supposing that Stativbank currency was per- 
mitted under such or similar safeguards as have been provided by the 
Canadian banking act, would, in your opinion, the cunencj^ lack that 
measure of uniformity and security which you ccmsider so desirable? 

Mr. Cornwell. I fear it would, in this way. The banks in Canada 
are only 3S in number. Their capital is all very heavy. The Bank of 
Montreal has twelve millions of capital and is one of the great bul- 
warks of the nation. The banks are very few in number, are largely 
capitalized, and are h(*dged about by the most perfect ediicarion of 
emploj^es, and inspectors and managers, and in that way they are 
very much safer than we can ])ossibly sup[)ose our State* banks can be 
made at once. The limit of the capital of banks of issue is at least 
$.50<),0()0 with 825(),(K)0 paid in. My own opinion is that there should be 
a limit of capital to banks issuing notes; that is, that no small bank shall 
i.Hsue notes. My own feeling is that a bank should have 'J.^OCMHM) cap- 
ital in order to be allowed to issue notes — simply as a matter of safety 
and as a matter of fostering large capital, which, 1 think, is a very 
^eat need in this country. 

Mr. Warner. Would it be proper to say, so far as you can snggest, 
fche objections to a State bank currently, under limitations similar to 
those prescribed by the Canadian act, that our State bank system would 
lack, at least at the start, the effect of the great bnmch-bank system 
of Canada; and that our State-bank currency would be btused ui)on 
banks, the capital of which would be, in your opinion, on the average, ^ 
toosinali; and that they would be handled by legislators or ])ei)ple, 
who, in your opinion, have not had the banking experience and eckica- 
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tion of tliose of Canadaf In other words, so far as the main provisions 
of the law are concerned, our 8tate-baiik system would not lack that 
uniformity, which you consider desirable, if they were subjected to pro- 
visions similar to those prescribed by the Canadian bankiug act! 

Mr. CoRNWELL. All the banks of Canada are under the government 
of the Dominion, whereas our State banks would be under forty-four 
diiferent governments. 

Mr. Warner. But if they were all brought under the same safe- 
guards so far as note issues are concerned, that would produce no dif- 
ferent effect, would it! 

Mr. Corn WELL. No; and that is what has been done in the national 
banking system, and 1 can not myself see why any bank should want 
te be a State bank if there is any profit for it in going into the national- 
bank system. ,My ow^n bank is a State bank because that is a very 
respectable thing to be in the State of New York, and bwause tliereis 
no profit in the national-bank system; but 1 will say frankly that if 
there were more profit in the national banking system we would change 
our institution without any feeling of patriotic sentiment, because I do 
not think it is a thing \vhere that sentiment finds place. 

Mr. WabjSER. My question was as to whether under these restric- 
tions the State-bank currency would not have the uniformity which 
you suggest is so desirable? 

Mr. CoRNWELL. Under one management I think it would. 

Mr. Warner. So far as the requisites for circulation are concerned, 
would not the c-ircuhition have thatextentof uniformity which you con- 
sider desirable? 

Mr. CoRNWELL. You would have to adopt toward the State banks 
the provision of inspection. 

Mr. Warner. With that provision do you think it would have 
uniformity ? 

Mr. CoRNWELL. Yes; that system of inspection is provided for in 
Canada. 

Mr. Warner. May I ask whetlier there is any other safeguard that 
occurs to you beyond the provisions that the notes of failed banks shall 
pay G per cent interest, and beyond the provision for inspection, that 
is not practically included in Mr. Carlisle's plan? He provides for the 
double liability of stockholders, for the first lien upon the assets of the 
bank, and for a limitation of the amount of notes to be taken out by a 
bank not to excee<i 75 per cent of its capital. That, I believe, is more 
stringent than the Canadian provision. 

Mr. CoRNWELL. Do you mean as regards national banks! 

Mr. Warner. No; I mean as regards State banks. Suppose there 
were added to Mr. Carlisle's plan definite provivSions for inspection, and 
also that the notes of failed banks should bear interest from the time of 
their dishonoring by the parent bank at G per cent so as to add to the 
inducement which you suggest of their being taken up and not being a 
burden upon the circulation. Then add provision for a redemption 
fund and for a safety fund. With those provisions, is there any reason 
why the State-bank currency would not have that uuifoimity which you 
consider so desirable! 

Mr. CORNWELL. And what penalty would you provide for the non- 
observance of those conditions! 

Mr. Warner. The collection of the 10 per cent tax. 

Mr. CoRNWELL. One thing would have to be provided — that their 
bills should be under one management. 
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Mr. Warner. Suppose that their bills were printed and registered 
by the Comptroller of the Currenc'y! 

Mr. Walker. Suppose they were national-bank notesf 

Mr. CoRNWELL. Let me tell you one thing about counterfeiting. 
That business has been reduced to a minimum. How! By the Secret 
Service of the Government, which has concentrated its energies in fol- 
lowing up counterfeiters. With the State banks that feature could 
Dot be arranged, 1 fear; at any rate, not tor a long time, because the 
thing must be concentrated under one heiul. Counterfeiting would be 
carried on simply because there would not be a service which goes after 
these fellows around the world and puts them into State prisons, as is 
done with those who counterfeit national-bank notes. 

Mr. Warner. Suppose the banking law is so amended as to make 
the counterfeiting of State-bank notes a Federal ofiense, too? 

Mr. CoRNWELL. If you do that, all right. 

Mr. Warner. 1 want to show that there is no inherent difficulty, 
outside of purely administrative features, in allowing State banks to 
issue curi'ency under. conditions which would insure the reasonable uni- 
formity on which you wbnld insist and which you consider so desirable. 

Mr. llKT«iDERSON. When you establish these conditions, 1 suppose 
you contemplate that the National (Jovernment shall do it. 

Mr. Hall, Have you read section 5 of Secretary Carlisle's bill 
carefully! 1 mean the one pioviding for the guarantee fund and 
the safety fund and the redemption of the bank notes where a bank 
fails. 

Mr. Corn WELL. I ha\ e. 

Mr. Hall. Do you believe that there is anything in that section 
which would tend to prevent or would prevent banks trom taking out 
charters under the provisions of this law! 

Mr. CoRNWELL. I do not. 

Mr. Johnson, of Indiana. You said early in your statement some- 
thing about the creation of a commission on this banking and currency 
matter. I wish you would elaborate your ideas a little more fully on 
that subject. 

Mr. Corn WELL. That is a matter to which I do not attach a great 
deal of importance, for the reason that if my first suggestions are (tar- 
ried out the work of this commission would be simply to deliberate, 
and might extend over a good many years. It would be simply in the 
direction of being advisory with the banks for i)erfecting the system 
a^ thus changed. 

Mr. Johnson, of Indiana. I thought you had reference, possibly, to 
the establishment of a commission, with a view to investigating defects 
and suggesting remedies and reporting at some subsequent session of 
Congress, with the view of framing and passing a complete currency 
system at that time. 

Mr. CORNWELL. That might be done, but it should be done with the 
ntmost deliberation, for the reason that the need of such a commission, 
in my opinion, would not be pressing after the legal- tender notes were 
retired and the Baltimore plan ado])ted. 

Mr. Johnson, of Indiana. What 1 want to get at is this: Would you 
think it advisable to have a commission of the kind established to make 
a report before Congress attempts currency revision! 

Mr. Corn WELL. No, sir; not until these two things are done. 

Mr. Johnson, of Indiana. You think there is a necessity for imme- 
diate legislation! 

Mr. CORNWELL. I think so. 
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Mr. Johnson, of Indiana. Do you tliiuk that proper and wise legis- 
lation can be obtained at once If 

Mr. CORNWELL. I do. 

Mr. Johnson, of Indiana. I understood you to say to Mr. Warner 
that the 30 per cent guarantee required to be paid up by the banks 
under Mr. Carlisle's plan would not render the circulation of bank 
notes unprofitable? 

Mr. Corn WELL. No; I did not say that. 

Mr. floHNSON, of Indiana. Do you consider that phase of the x)lan 
as being objectionable on the ground that it would deprive the circu- 
lation of necessary profit to the banks? 

Mr. CoRNWBLL. No; that was not my objection to it. My objection 
to it was that it seemed to me unnecessary and that it did not retire 
the greenbacks permanently. 

Mr. Johnson, of Indiana. Would you consider it objectionable on 
the ground that it wouhl interfere with the profits which the banks 
would make on their circulation ! 

Mr. CoRNWELL. No, not on that ground. It deprives them of a cer- 
tain amount of jirofit, but as the banks have been deprived for a good 
many years of any profit whntever, it is a question of getting as much 
as they can. 

Mr. Johnson, of Indiana. One of Mr. Carlisle's purposes in requir- 
ing the deposit in the Treasury of greenbacks and Treasury notes issued 
under the act of 181)0, when circulating bank notes are taken out, is to 
relieve the Treasury from the drain of gold caused by the presentation 
of those i^reenbacks and Treasury notes. Do you think that any plan 
which falls short of the absolute and immediate taking up and cancel- 
lation ol* all the United States Treasury notes and the notes issued 
under the act of 181)0 will accomplish that purpose! 

Mr. CouNWKLL. I think that that is the best way to accomplish it. 
I do think, as a comj romise only, that if it can be arranged very grad- 
imlly and absolutely, so that the retirement is going on and will go on, 
that will probably hcilp matters materially. 

Mr. Johnson, of Indiana. If Mr. Carlisle's plan, for instance, would 
only retire about one half of these Government issues, would not the 
other half be utilized to draw gold out of the Treasury just as expedi- 
tiously and just as ett'ectively as though they were all in circiilation? 

Mr. CoRNWELL. Yes, sir. Whatever plan may be adopted must 
involve their entire retirement; that is, the retirement of the whole issue. 

Mr. Johnson, of Indiana. The leaving of part of them olf deposit 
would simply result in that part being used more frequently than 
though the whole were left out, with which to drain the Treasiu*y of 
its gold, would it not? 

Mr. CoRNWELL. I think it would. 

Mr. Johnson, of Indiana. Are you in favor of the Government being 
ultimately responsible for the final redemption of bank notes in any 
plan that may be devised by Congress! 

Mr. CORNWELL. No. 

Mr. Johnson, of Indiana. That is, however, a provision in the Bal- 
timore plan, is it not! 

Mr. CORNWELL. No, sir. The Baltimore plan provides for a contin- 
uation of the assessment under the 5 per cent redemption fund when- 
ever the Comptroller of the Currency deems it necessary. 

Mr. Johnson, ol Indiana. You differ from my conception of the 
Baltimore plan and from that given by the other gentlemen who have 
appeared here in advocacy of it in your answer to my last question. 
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Mr. CoRNWELL. I lyiow, but I can not read section 6 in any other 
way (reading) : 

Sec. 6. Create a "gnarantee fund" through the deposit by each bank of two per 
centuiu upon the amount of circuhition received the first year. Thereafter impose 
a tax of one-half of one per centum upon the average amount of outstanding circa- 
lation, the same to be paid into this fund until it shall equal five per centum of the 
entire circulation outstanding, when the collection of such tax shall be suspended, 
to be resumed whenever the Comptroller of the Currency shall deem it necessary. 

Mr. Johnson, of Indiana. But suppose the other fmid out of which 
the Government is to recoup itself is exhausted, then the payment of 
these notes of failed banks would be an ultimate liability on the 
Gk)vernmentl 

Mr. Corn WELL. Which it provides for by replenishment of the guar- 
antee fund. 

Mr. Ellis. For what purpose! 

Mr. CoRNWELL. Whenever the Comptroller of the Currency deems 
it necessary, and I can not but think that he would deem it necessary 
if the fund was gone. 

Mr. Ellis. The Government would not have any authority to satisfy 
itself out of the fund thus assessed and made good, would it! 

Mr. CORNWELL. I think it would. The plan may not, in so many 
words, provide for it, but it seems absolutely to follow what is done 
under section 6. The Government pays the notes of all failed banks 
out of this fund. Now, if the fund is depleted one-half the Comp- 
troller of the Currency begins to assess the banks again until the 5 
per cent fund is made up. 

Mr. Ellis. But would the Government have a right to recoup itself 
out of that fund! 

Mr. CORNWELL. Certainly, because the Government makes an 
advance only. 

Mr. Johnson, of Indiana. Laying aside the question as to the proper 
consideration of the Baltimore plan, what is your individual opinion as 
to whether or not the Government should become ultimately liable to 
the note holder for the payment of the notes of failed banks ! 

Mr. CORNWELL. 1 do not think it should. 

Mr. Johnson, of Indiana. Would not the knowledge on the part of 
the people that the Government was ultimately liable have a very strong 
tendency to give that popular confidence in the money which is essen- 
tial to its success ! 

Mr. CORNWELL. Not any more than the Government's guarantee^ 
which is involved in this matter. If it is provided that the Govern- 
ment shall pay these notes, the Government guarantees them. 

Mr. Johnson, of Indiana. That amounts, then, to ultimate Govern- 
ment liability, d(»es it not? 

Mr. CoRNWELL. It may, but the Government gets its money back. 
The Government acts merely as a creditor, advancing money with the 
intention of taking up the notes. 

Mr. Johnson, ol Indiana. But suppose the Government does not get 
its money back ! 

Mr. CoRNWBLL. The only condition under which the Government 
does not get it back would be the failure of every bank in the United 
States without assets enough to pay the outstanding circulation, 

Mr. Johnson, of Indiana. Do you take into consideration in estab- 
lishing a sound currency the fact that the public impression as to the 
safety of the currency ought to be taken into ^.ccount! 

Mr. OoRNWELL. I do, and for that reason I am more lenient in the 
matter of Government gurantee than I would otherwise be. The 
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people of the United States are used to a currency, a8 far as the 
national banks are concerned, which is good in a week or a month or 
a year, and they never look at the character of a bill. 

Mr. Johnson, of Indiana. They have faith in them because they 
feel tliat the Government is ultimately liable? 

Mr. CORNWELL. Yes. 

Mr. Johnson, of Indiana. Than you would have a Government 
guarantee so strong as to be equivalent to ultimate Government lia- 
biUty! 

Mr. CoRNWELL. It would amount to the same thing. I advocate 
that now because I do not believe in radical changes in the present 
condition as to security. 

Mr. Johnson, of Indiana. Is tliere any danger that undue inflation 
would come from this system which you have advocated, and if so how 
would you guard against it? 

Mr. CoRNWELL. If the retirement of the greenbacks and the outgo- 
ing of the new national-bank notes were automatic there could not be 
inflation beyond what there is at present. 

Mr. Johnson, of Indiana. But would the plan contemplate that more 
money might be taken out by the banks than the amount of the green- 
backs retired f 

Mr. CoRNWELL. No, not yet. 

Mr. Johnson, of Indiana. That would be the case under Mr. Car- 
lisle's plan, would it not? 

Mr. CORNWELL. 1 think it would. 

Mr. Johnson, of Indiana. Then what have you to say, if anything, 
as to the danger of inflation under Mr. Carlisle's plan? 

Mr. CoRNWELL. I say that the retirement of the greenbacks should 
be automatic with the issue of the new bank notes, and that the issue 
of new bank notes at present should not go beyond the amount of 
greenbacks retired. 

Mr. Johnson, of Indiana. Therefore, you disapprove of that feature 
of Mr. Carlisle's i>lan? 

Mr. CORNWELL. Yes, 

Mr. Johnson, of Indiana. Why would you have the Government 
guarantee continued? 

Mr. CoRNWELL. On the ground that the people are used to it. I 
would kee]) up the redemption of national notes in the Treasury and 
subtreasury in lawful money just as at present. 

Mr. Johnson, of Indiana, is this Canadian system national in its 
character, and under one central governmental control ? 

Mr. CoRNWELL. Yes, sir. 

Mr. Johnson, of Indiana. And the provisions of the charters of 
each of the banks are precisely the same? 

Mr. CoRNWELL. There are some one or two old banks in Canada 
under special charters, and have been for fifty years or more. These 
are not changed materially, except as to the regulation of currency 
issue. 

Mr. Johnson, of Indiana. These charters are from 

Mr. CoRNWELL. From the Iloyal Government of England, and the 
charters of the other banks are from the Dominion of Canada. 

Mr. Warner. When you speak of the charters of one or two banks 
in Canada, that may refer to forty or fifty bank branches, may it nott 

Mr. CoRNWELL. Yes. 

Mr. Warner. So as to be a considerable portion of the banking of 
the Dominion! 
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Mr. Johnson, of Indiana. There are no such things as State or pro- 
vincial banks in the Canadian system, are there? 

Mr. CoiiNWELL. No, sir. 

Mr. Johnson, of Indiana, Nothing akin to what a State bank sys- 
tem would be in our Government? 

Mr, CoRNWELL. Nothing of the kind. 

Mr. Johnson, of Indiana. Which do you think would be the safest 
and best adapted to the needs of our people, a single system under 
national control, or a system under State control? 

Mr. CoRNWELL. A single system under national control. 

Mr. Johnson, of Indiana. Which do you think would be the safest 
and best, a single system under national control or a system under 
State control except as to certain specific conditions imposed by national 
autliority? 

Mr. CORNWELL. A single system under national control without any 
mixture. 

Mr. Johnson, of Indiana. If you would undertake to authorize 
State banks to issue currency under certain conditions and restrictions 
would you not deem it necessary to im[>ose conditions and restric- 
tions upon these banks to the extent that it would virtually make them 
national banks? 

Mr. CoRNWELL. I would. 

Mr. Warner. With resi>ect to their currency issue? 

Mr. CORNWELL. WMth respect to their currency issue and to inspec- 
tion and to penalties for violation of the conditions. 

Mr. Johnson, of Indiana. Multiplicity in systems of issuing paper 
money would almost necessarily beget some system that would be con- 
sidered safer than others, would it not? 

Mr. CORNWELL. Yes. 

Mr. rJoHNSON, of Indiana. And would not that very fact have a 
tendency to beget preferences in money ? 

Mr. CoRNWELL. Certainly. 

Mr. Johnson, of Indiana. And would not that have a tendency to 
disturb the uniformity of the currency? 

Mr. CORNWELL. It would. 

Mr. Johnson, of Indiana. And would it not be disastrous in its 
effects ? 

Mr. CoRNWELL. It would mak^ trouble, and would be very unde* 
sirable. 

Mr. Johnson, of Indiana. Are you familiar with the action of the 
German Government in taking up the paper money of the various 
German states and substituting therefor one system under national 
control? 

Mr. CoENWELL. I have not followed it up particularly. Of course I 
am aware of it. 

Mr. Johnson, of Indiana. That wa« done not long ago, was it nott 

Mr. Corn WELL. Yes. 

Mr. Warner. The provisions of Mr. Carlisle's plan dispensing with 
the necessity of a reserve in the case of national banks—do you con- 
sider that as an important modification? 

Mr. CoRNWELL. I consider it right. 

Mr. Warner. As to the $10 limit below which the denomination 
of currency to be issued shall not go — what is your opinion upon that? 

Mr. CORNWELL. I do not consider that so very important. I think 
that a $5 limit would be better. Of course tlie idea is to allow 
the circulation of silver, which is a thing to be desired — subsidiarily. 

Mr. Warner. Now, as to new banks coming in under the Baltimore 
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plan. After it has been in operation four or five years a new bank, 
as a condition of taking out currency, would have to deposit the whole 
5 per cent guarantee fund. 

Mr CoRNWELL. It would have to pay in as much as if it had started 
in the beginning. 

Mr. Warner. In other words, practically 5 per cent. 

Mr. CoRNWELL. Practically tlie whole 5 per cent. 

Mr. Warner. Would not that be an almost imperative obstruction 
against new banks coming in under the Baltimore plan after it had been 
running four or five years! 

Mr. CORNWELL. I do not think so. Everyone wishing to join a 
club or institution would pay an initiation fee and that would be in the 
shape of an initiation fee for a privilege. The privilege would be valu- 
able. The bank might pay 5 per cent into safety fund and not make 
anything on its circulation the first year, but the next year it would 
begin to make a profit. 

Mr. Warner. Your idea is that the Baltimore plan would make such 
a desirable club of banks that the initiation fee would be gladly paid 
to get into it. 

Mr. CoRNWELL. Perhaps I had better not say any thing about that. 

Mr. Warner. But you think the franchise would be so valuable in 
a few years that new banks would be glad to pay the initiation fee to 
get into it. 

Mr. CoRNWELL. I think that it is not good Judgment to induce peo- 
ple to go into the banking business too rapidly. 

Mr. Warner. And this would keep them from doing it! 

Mr. CoRNWELL. This would tend to make them consider whether it 
was worth their while. 

Mr. Warner. To pay the 5 per cent! 

Mr. CoRNWELL. To pay the 5 per cent. That is, whether they are 
going to make all the money the first year or whether they will make 
the money afterwards. 

Mr. Warner, And risk the 5 per cent the first year! 

Mr. Corn WELL. Yes. 

Mr. Warner. As to redemption, would you suggest broader facil- 
ities for redemption than those suggested by the Baltimore plan! Are 
you familiar with it! 

Mr. CoRNWELL. I am familiar with it. 1 would not now, but I would 
ultimately. 

Mr. Warner. You think that ultimately a more liberal plan should 
be adopted I 

Mr. CoRNWELL. Ultimately. 

Mr. Warner. As to the charters of Canadian banks, have they not 
been issued under successive governments, first under the British Gov- 
ernment and tin n under the Canadian Covernment! 

Mr. CoRNWELL. Yes. There are two or three banks under old char- 
ters. 

Mr. Warner. How old! 

Mr. CORNWELL. Fifty years or more. The Bank of British IS^orth 
America, the Bank ot British Columbia, and the Merchants' Bank of 
Prince Edward Island are three banks under old charters. 

Mr. Warner. But there have been modifications in the banking law 
of Canada from time to time since, have there not! 

Mr. CoRNWELL. Yes. These banks are nearly all banks that have 
been continued from time to time. 

Mr. Warner. So that when youcome to take the number of branches 
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that each bank may have, there is a great variety, not in conditions 
for the issne of currency, but in the other parts of the charters of 
Canadian banks? 

Mr. CoRNWBLL. Their charters were held when they came in under 
the Dominion laws, just as our 8tat« banks at the beginning of the war 
came in under the national banking law. The charters of our State 
banks were changed very little when they came into the national sys- 
tem. The Bank of North America, in Philadelphia, which has sur- 
vived one change of dynasty, is an example of that. It is now a national 
bank. 

Mr. Warner. But the uniformity provided by Canadian law with 
reference to currency does not enforce uniformity in the other provi- 
sions of the charters of the several banks. 

Mr. CORNWELL. No. 

Mr. Hall. Do you believe that the greenbacks ought to be retired 
by funding! 

Mr. CoRNWELL. I believe that they ought to be retired, and that the 
only feasible way to retire them at present is to fund them. 

Mr. Hall. Have you any system other than funding by which you 
would retire them under the Baltimore plan? 

Mr. CoRNWELL. There is no provision in the Baltimore plan for 
retiring greenbacks. 

Mr. Hall. The funding of the greenbacks would furnish a basis for 
a continuation of the national-banking system in the United States for 
an indefinite time in the future, would it not! 

Mr. CoRNWELL. Yes. 

Mr. Hall. It would furnish about four hundred and ninety millions 
of additional bonds which national banks could continue to bank uponf 

Mr. CoRNWELL. Yes. 

Mr. Hall. Do you believe that the greenbacks are now creating any 
of this financial trouble! 

Mr. CORNAVELL. I do. 

Mr. Hall. By draining the gold from the Treasury! 

Mr. CoRNWELL. Again and again. 

Mr. Hall. Under Mr. Carlisle's plan there is a provision for placing 
30 per cent of bank circulation in greenbacks, so that they can not be 
used for draining the gold from the Treasury. 

Mr. CORNWELL. Yes. 

Mr. Johnson, of Ohio. I asked you the question whether if the 
Carlisle plan left out any ])art of the greenbacks it would not be 
just as bad as if they had been all left out, and I understood your 
answer to be **yes." Now, let me ask you tliis question: If one-half 
or more of the greenbacks were temjjorarily ])ut where they could not 
be used as a bucket to dip the gold out of the Treasury, would not 
that tend to put the rest of the greenbacks at a premium as a basis for 
banking, so as to keep them from being used as a means of draining the 
Treasury of its gold ! 

Mr. (30RNWELL. I do not think that the foreign investor would look 
at it in that way. 

Mr. Johnson, of Indiana. Under the provisions of tlie Carlisle plan 
nothing but greenbacks and Treasury notes of 1890 can be used as a 
basis for banking! 

Mr. CORNWBLL. YCvS. 

Mr. Johnson, of Indiana. Would not that fact tend to put green- 
backs at such a premium that they would not be used as an instrument 
of draining the gold from the Treasury! 
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Mr. Corn WELL. It might have that temporary effect; but if a thing 
is bad and wroug, I do not believe in having anything to do with it. . 

Mr. Johnson, of Ohio. Do you not as a ])ractical man have to 
recognize the feelings of tlie people of the United States on an import- 
ant matter of this kind? 

Mr. Corn WELL. As regards th^t sentiment, I do not believe that 
the business men of the United States (and these are the men who con- 
trol legislation when it comes to ultimate control) have any such aliec- 
tion for the greenbacks as sonje pe()X)le seem to think. I think that they 
hardly ever look to see whether the notes in their pockets are green- 
backs or not. The greenback has been good for many years because of 
the'magniticent resourc(*s ot the country. If a very rich man lias some 
notes out, everybody is willing to take them, because they know that 
he is very rirh. But 1 do not believe that business men, when they 
copie to look into this question carefully as they are going to do, will 
have any such affection lor the greenback. 

Mr. Brosius. In yoiir judgment, is the redemption and cancellation 
of the greenbacks and Treasury notes of sufhcient importance at this 
time to justify the imposition on the ]>eople of tlie United States of 
the burden which the issue of bonds for that purpose would eaitail ui>on 
them ? 

Mr. CoKNWELL. In my opinion it is of the very first importance, 
and the annmnt of interest which the Government w(mhi have to pay 
on this forced loan, on which it is now paying no interest, would be a 
mere tritle compared with the good which it would do, and compared 
with the bad which has been done. The few millions which the Gov- 
ernment would pay in interest by funding the greenbacks has been 
wiped out by luindreds oi millicms lost by the business men of the 
country because the Government was in tliat position. 
. Mr. Bhosius. The injury which the greenbacks and the Treasury 
notes ar(» now doing to the countr}- is in the way of affording means 
of draining the gold reserve f 

Mr. Corn WELL. Yes. 

Mr. Bkosius. Did we have any difficulty of that kind in this coun- 
try when we had a Ti-easury surplus instead of a deficit? 

Mr. CoRNWELL. No, sir. 

Mr. Brosius. If the present Treasury deficit was converted into a 
Treasury surplus, would not the difficulty cease at once, or to a large 
extent f 

Mr. Corn WELL. It wimld cease until the tide was turned again, and 
then the drain would go on once more. 

Mr. Brosius. Tell me why you think that the existence of the green- 
backs and Treasury notes to the extent of $.*>00,000,000 is incompatible 
with an elastic system of bank currency. 

Mr. CoRNWELL. I do not think it has anything to do with the 
elasticity directly. 

Mr. Bnosirs. You liave said that the only respect in which our 
banking system lacks practical perfection is the quality of elasticity. 

Mr. CoRNWELL. I am talking now about the national-bank system; 
yes. 

Mr. Brosiis. I am speaking of that, too. 

Mr. CoRNWELL. I did not know but that you included all Govern- 
ment banking. 

Mr. Brosius. And you tliink that the only respect in which it lacks 
praxjtical perfection is in the quality of elasticity ! 

Mr. CORNWELL. Yes. 
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Mr. Brosius. That consists in having notes at all times ready to pay 
oat when there is a demand for them, does it not? 

Mr. CoRNWELL. When there is a legitimate demand by commerce. 

Mr. Brosius. Exactly; that is the demand I refer to. 

Mr. CoRNWELL. And further than that, that they must retire when 
that demand ceases. 

Mr. Brosius. Woukl they not do that anyhow 1 

Mr. CoRNWELL. Not anyhow. They do not do it now. 

Mr. Brosius. Let me direct your attention to the fact tliat at the 
time of the recent stringency, or at least in the early portion of that 
stringency, the national banks did not issue notes to within something 
o,ver *7,()(M),000 of the limit of their right to issue them. Why did 
they not do that? 

Mr. CoRNWELL. Because there was no profit in it. 

Mr. Brosius. This 17,000,000 would have costtliem nothing. Why 
did they not take tliem out and use them if there was a demand for 
them? I am directing your attention to the fact (although I did not 
state it) that you luive already intimated that if the bank currency 
was issued against the credit of the banks it would cost the banks 
nothing. They could keej> the notes idle when they were not in 
demand and have them ready to issue to meet an increased demand 
when it should arise. I understand from you, as well as others, that the 
difficulty now is that the notes secured by (lovernment bonds are so 
expensive that the batiks can not afford to keep them ready for use 
when an increased demand arises. Am 1 slating it correctly! 

Mr. Corn WELL. The inducement to issue bank notes is tlie induce- 
ment of profit. 

Mr. Brosius. After you have deposited a certain amount of Govern- 
ment bonds you are entitled to an issue of 90 per cent of currency. 
And yet during the stringency of 1803 the national banks did not issue 
within seven millions of the amount which they were entitled to draw 
on their bonds, an amount of currency which would have cost them 
nothing at all. Now, if they would not issue these notes when it cost 
them nothing, what reasons have you for stating that they would issue 
notes under the same circumstances if they were issued against the 
credit of the bank, because in both cases they were equally inexpensive! 

Mr. Cobnwell. I do not know about that seven millions; but will 
you tell me why they did not! 

Mr. Brosius. I have given my views on that (juestion on another 
occasion, but the committee does not care to hear me under these cir- 
cumstances on that subject. 

Mr. CoRNWTBSLL. Flavc you any statistics on that point? 

Mr. Brosius. 1 think that the fact is shown in numerous forms. I 
do not think that any gentleman acquainted with the history of 1893 
will qnestiim my statement. 

The chairman remarked that the matter under discussion was not 
one brought up by the witness himself, and that therefore it should not 
be continued further, 

Mr. OoBNWELL. I recognize the questions of Mr. Brosius as being 
simply in the direction of gaining information, but I would like to ask 
him whether the nonissue of $7,000,000 was not due to the same reason 
that the $32,000,000, which have been asked for by the banks, were not 
issued, because the notes were not ready and printed in the Depart- 
ment f 

Mr. Bbosius, That may be so, but will you have the kindness to 
answer this inquiry, Why did not the banks, being sensible of the 
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situation at the time, have these seven millions of notes in their vaults 
ready for use! Was the default in the Government or in the banks T 

Mr. CoRNWELL. The condition of the issue of national-bank notes has 
been such a water-logged sort of an affair for so many years that I have 
no doubt that the banks thought that there could be no relief from that, 
and instead of seeking that relief they grot out clearing-bouse certifi- 
cates, which they could use instantly. They issued these and saved 
the country. 

Mr. Brosius. Do you conceive it possible to devise a banking system 
for the United States that will combine the four elements you have 
named — safety, uniformity, convertibility, and elasticity — by any means 
that will enable the banks themselves (each bank for itself and not 
jointly for all) to provide collattnals to protect the Government against 
its ultimate liability to the note holders for the redemption of the notes t 

Mr. OoENWELL. I do not believe there can be any elasticity of cur- 
rency which has for its basis special securit}^ of any kind whatever. 
The basis of all elasticity is a general security against the general assets 
of the bank. With special security there can be no elasticity, and the 
reason of that is that tliere must be two forces operating as to elas- 
ticity — one force to throw the notes out (to circulate them) and the 
other force to retire them when they are not needed. With a special 
security circulation the notes will go out when there is profit in their 
issue, and they will disappear when there is no profit. Under a general 
security the notes will go out when the community needs them and 
when the banks can push them out, but they will come back when that 
demand ceases. 

Mr. Brosius. That is all very true; but it is not on the point of my 
inquiry. Do you mean that statement to be a negative answer to my 
inquiry — that you can not establish a banking system in the United 
States which will combine the four elementvS, safety, uniformity, con- 
vertibility, and elasticity, and at the same time to require each bank 
to furnish collaterals to protect the Government against its liability to 
the note holders! 

Mr. Corn WELL. Kindly tell me what you mean by collaterals? 

Mr. Buosius. Any kind of security — money, greenbacks, stocks, or 
bonds. 

Mr. CoRNWELL. Do you mean a pledge of general assets or a general 
guarantee by the officers of the bank! 

Mr. Brosius. I mean a guarantee by the bank. 

Mr. CoRNWELL. You can not have this kind of a system by a pledge 
of special security, if you mean that! 

Mr. Brosius. 1 do. Then, it is not i>ossible to devise a banking 
system in which the security for the circulating notes will be dollar for 
dollar! 

Mr. CoRNWELL. No; not an clastic system. 

Mr. Walker. Do yim think it possible for a (iovernment to issue 
the currency of the people under any system that will be elastic— that 
is to say, that the currency can be had when opportunity demands it 
and go back automatically when it is not needed! 

Mr. CoRNWELL. No, sir. 

Mr. Walker. You are aware of the fact that there is no gold now 
being paid into the Treasury and has not been for quite a long time, it 
having come to that point that the people, being suspicious of the cur- 
rency and of the financial system, have ceased to pay duties in gold ; do 
you think that if it should develop that the receipts of the Government 
exceed the expenditures that habit would be changed and gold would 
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Mr. CoRNWELL. It might gradually have that effect; but it would 
not be permanent. It would be simply temporary as it has been here- 
tofore. 

Mr. Walker. Would tliey not continue to pay the customs in Treas- 
ury notes and greenbacks! In other words, would not the Treasury 
still have to sell bonds for goldf 

Mr. CoRNWELL. Yes; for quite a while. 

Mr. Walker. For two or three years? 

Mr. Cornwell. Probably. 

Mr. Walker. Is it not a fact that the very pressing necessity now, 
and the thing which is essential to affect the financjial condition of 
the country (which this committee is interested in',, is that something 
shall be done to retire the greenbacks either absolutely or so that the 
Treasury will not be called upon for their redemption! 

Mr. Gornwell. Yes; that is very thoroughly my opinion. 

Mr. Walker. Can you tell us of any other system than that in the 
United States where banks are required to furnish bonds for their 
circulation ! 

Mr. CoRNWELL. I do not know of any now. 

Mr. Walker. Is it not the opinion of bankers that bonds have no 
place in the currency system! 

>'r- CoRNWELL. Yes; I think that has been demonstrated. 

Mr. Walker. You have said that the Baltimore plan goes far enough 
for the present. You have said that several times, have you not! 

Mr. CoRNWELL. Yes. 

Mr. Walker. But the American bankers who met at Baltimore took 
no cognizance of the financial condition of the country, but simply of 
the questions of the banks issuing currency. 

Mr. CoRNWELL. Yes; I think that is all they covered. 

Mr. Walker. That is, their own collective interest in the money — 
to make money out of the circulation ! 

Mr. Cornwell. No; I do not think it was with reference to the 
profits of the banks at all. 1 do not think that was the stimulating 
motive with any of the bankers who considered the question. Their 
motive was to get the system into the best possible shape for the people. 
I consider the profits which a bank makes on its currency a very small 
part of its business. The use which a bank is to the business men and 
to the community is the most important part of its whole business. 

Mr. Walker. We understand that the banks area part of the inter- 
national and individual exchanges, and as much a part of trade and 
transportation as railways; but my point is this: You do not claim that 
the Baltimore meeting took the financial condition of the country and 
of the United States Treasury into consideration in any way in this 
plan. Will you point out anything in the Baltimore plan which indi- 
cates that the bankers there took into consideration the financial con 
dition of the country! 

Mr. OoRNWELL. It is not involved in the section that I read, but I 
think the intention was to make it possible to retire the greenbacks 
without contraction. 

Mr. Walker. That does not appear in the plan! 

Mr. Cornwell. If you retire the greenbacks without providing 
something else in lieu of them you cause (jontraction. 

Mr. Walker. Can you point out anything in the Baltimore plan 
which squints at the retirement of greenbacks! 

Mr. Cornwell. No; there is nothing of that kind there, but Mr. 
White has a proposition of that kind. 
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Mr. Walker. Mr. White was acting for liiinself. 

Mr. CoRXWKLL. My plan involves first the retirement of the ^preen- 
baeks and then the adoption of the Baltimore plan. 

Mr. Walker. ^ s a legishitor, yon being a legislator, and feeling 
that something must be done to retire these greenbacks, and that Cou- 
gress can not be brought into a condition that the people behind it 
can not support it in canceling greenbacks, do you not think that it is 
the duty of those responsible for legislation to find some way to pre- 
vent their being presented at the Treasury to drain gold ? Do you not 
think that the first stepf 

Mr. CoRNWELL. 1 am tired of coinjironiise. I suppose it is a hard 
thing to get around, but 1 think we ought to find out what the right 
thing is and light for it! 

Mr, Walker. Hut in the meantime if you were drowning you would 
not fight for a principle, but wcmld tight to save your life. Now, the 
financial condition of the country is sucli that if anything can be devised 
to prevent greenbacks being constantly presented f(»r redemption, do 
you not think it ought to be done? 

Mr. CouNWKLL. It is a question whether it is not time to face this 
thing. 

Mr. Walker. Vou are begging my question. 1 agree that it is 
always time to face things, and I am (|uite apt to do it. But here is a 
condition where the ])eople will not be faced down or back, according to 
your ideas. Now, if it ('an be made to the interest of the banks to take 
out more currency by changing the ]>resent system and by the banks 
assuming the current ledemption of the greenbacks proportionately, do 
you not think that that ought to be done? 

Mr. CoRNWELL. In other words, the cpiestion is whether we shall 
continue to borrow money to buy gold. 1 think I would keep on bor- 
rowing gold. 

Mr. Walkkr. That is to say, we would finally get out of the trouble 
quicker to let the disease go on until it is properly cured! 

Mr. CoRNWELL. 1 think so. 

Mr. Walker. Will you not tell us whether the Carlisle plan, in any 
financial or economic sense, retires the greenbacks? 

Mr. CoRNWELL. I do not think it does. It puts them into the Treas- 
ury to the extent of 30 per cent of the bank circulation taken out. 

Mr. Walker. Is it understood in the parlance of finance that putting 
a thing up for security retires it! 

Mr. CORNWELL. No, sir. 

Mr. Walker. Then, you do not think that this plan in any sense 
retires the greenbacks! 

Mr. Corn WELL. No, sir. 

Mr. Walker. Tell us how, in your opinion of the Baltimore plan, 
you can get any money whatever into circulation when we already have 
$1,200,()00,()00, and it is being stored in the banks, showing that there 
is not any demand for money, and that the banks do not know what 
to do with the money they haVe! How could the Baltimore plan oper- 
ate provided it was enacted into law! 

Mr. CoRNWELL. Of course a plan of currency operates only as the 
trade requires it. 

Mr. Walker. Then, you admit that it is simply 

Mr. CoRNWELL. Simply getting ready for the future. 

Mr. VValker. And would have no immediate eft'ect! 

Mr. CoRNWELL. Np immediate effect, probably. I do not think we 
need any immediate efiect with bank notes, except to retire some or 
to replace legal tenders if they are retired. / ^^^i^ 
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Mr. Walker. So that really the Baltimore plan (which you have 
said, and others have said repeatedly, is all that need be done for the 
present) would have no effect whatever for the present. You do not 
want to assume that position I 

Mr. CoRNWBLL. My statement was begun with the first and most 
important declaration; first, retire the Government legal tender notes 
whether you adopt the Baltimore plan or any other plan, or leav« the 
thing as it is; second, adopt the Baltimore plan in order to provide 
bank notes to take the place of the legal tenders. 

Mr. Walker. Tlien, your Baltimore plan was prepared as a second- 
ary step! 

Mr. CoRNWELL. The Baltimore plan provided that the banks would 
do their part in the matter while the Government got ready to do its 
part. 

Mr. Walker. That was something to take eftect in the future, not 
in the present. 

Mr. CoRNWELL. After the Government had done its part. 

Mr. Walkee. You have intimated that the business of banking, as 
it is conducted under the State system, w^ould divide up the business 
of the supervision of the banks, including the detection of counter- 
feiting, into 44 pieces, everything being so small that it could not afford 
to maintain an effective supervision against counterfeiting. 

Mr. CoENWELL. 1 did not say exactly '* being so small.'' My idea is 
this: There are 44 different suY)ervisions of St;l^c banks, while the 
effective supervision of counterfeiting is bron;:lit about by one super- 
vision — the secret service of the United Stati >. Now to get these 44 
supervisions together under one sj^stem, in order to eliminate counter- 
feiting, would be a very difficult thing. We are trying to do it in the 
State bank association of Kew York. We are trying to join with other 
State associations to establish a detective bureau to operate all over 
the United States to keep out fraud, but it is going to be a difficult 
thing to do, and it will take a long time to do it. 

Mr. Walkjor. You have said that you think. the $5 limitation for 
bank notes would be better than the SIO limitation. Why have a %5 
limitation? For what purpose f Why should not the limit be $1 or 
$2^ Is the sole and only reason for a 8*3 limit the fact tliat we have 
silver, and th-at the Government should provide for its use! 

Mr. CORNWELL. Yes, sir; that is the only reason. 

Mr. W^ALKEK. If we had no forced silver coinage you would not be 
for a $5 limit? 

Mr. CORNWELL. Not necessarily, as a matter of convenience. I think, 
however, that silver should be circMilated now — in a subsidiary way. 

Mr. Johnson, of Ohio. What effect, in your judgment, would it have 
on the price of gold if the Government were to redeem the greenbacks 
and Treasury notes in silver coinf 

Mr. CoRNWELL. You mean what premium gold would go to? 

Mr. Johnson, of Ohio. Would it go to a premium? 

Mr. CoRNWELL. 1 would not dare to say to what i>remium it would 
go. 

Mr. Johnson, of Ohio. You think it would go to a premium? 

Mr. CoRNWELL. Oh, certainly; at once. 

Mr. Johnson, of Ohio. In the national bank currency contemplated, 
I believe that the redemption of it by the banks is to be in lawful 
money? 

Mr. CORNWELL. Yes. 
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Mr. Johnson, of Ohio, And that gives the bauks au option of pay- 
ing it in silver? 

Mr. CoRNWELL. Yes. 

Mr. Johnson, of Ohio. And if the banks paid these notes in silver, 
would not that have the same effect and force gold to a premium t 

Mr. CoRNWELL. I do not think so. 

Mr. Johnson, of Ohio. You think that if the Govemnient paid its 
notes in silver, gold would go to a premium, but that if the banks paid 
their notes in silver, gold would go to a premium? 

Mr. CoRNWELL. 1 think it would not. 

Mr. Johnson, of Ohio. Why? 

Mr. CoRNWELL. Because we are on a gold basis? 

Mr. Johnson, of Ohio. Do you think that that quite answers the 
question! You say that in the one case gold would go to a premium? 

Mr. CORNWELL. It would be sure to do so. 

Mr. Johnson, of Ohio. But you say that if the banks should exercise 
the option which some people claim the Government has, and pay their 
notes in silver, gold would not in that case go to a premium. 

Mr. CoRNW ELL. The currency of the country ib at this time on a 
gold standard. If there were no demand for gold at the Treasury the 
gold would certainly remain there. 

Mr. Johnson, of Ohio. But it is the difference in the two conditions 
which I wish you to explain. 

Mr. CoRNWELL. The difference is that the action of the Government 
in pajring its notes in silver would establish a silver standard at once. 

Mr. Johnson, of Ohio. And the same action by the banks would 
not? 

Mr. CORNWELL. It would not. 

Mr. Walker. Because the Government is the final redeemer? 

Mr. CORNWELL. Yes. 

Mr. Johnson, of Ohio. The banks that exercised the privilege of 
redeeming bank notes in lawful money and redeemed them in silver, 
would they not force their notes to a discount as compared with gold? 

Mr. Corn WELL. The exercise of the option would not have that effect, 
but if they insisted upon paying out silver when the note holder 
demanded gold their notes would be disliked in the community and 
would go to a discount. 

Mr. Johnson, of Ohio. You think that if that were done by the 
banks it would have no effect on gold ? 

Mr. CoRNW^ELL. It would have no effect whatever. The final redemp- 
tion is by the Government. 

Mr. Johnson, of Ohio. But not of the national-bank notes. They 
are supposed to be paid by the banks. Now, if a bank is presented 
with its own notes and exercises the right to redeem them in silver, 
you say that that will not force gold to a premium nor force the notes 
to a discount? 

Mr. CoRNW^ELL. Xoj because the Government is the agent of final 
redemption, and it is the declared intention of the Government to 
maintain the two metals on a parity. 

Mr. Johnson, of Ohio, Then it is because silver is maintained on a 
parity with gold that the banks can exercise that privilege? 

Mr. Corn WELL. Yes; if it were not they could not. 

Mr. Sperry. Do you know whether the banks that have failed 
recently in Newfoundland were under the Canadian system, or were 
they provincial banks? 

Mr. CORNWELL. I think they were under the Canadian system. I 
am not sure about that. 
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Mr. Black. It seems to be assumed by all of these gentlemen fchat if 
State banks of issue were allowed there would be forty- four difterent 
systems; does that follow! 

Mr. OoRNWELL. It seems to me that, if they are under the supervi- 
sion of the various State legislatures, it does. 

Mr. Black. It does not follow that you would have, but that you 
could have. 

Mr. CoRNWELL. But still there are State banks in each one of the 
forty-four States. 

Mr. Hall. No, sir; there are not. 

Mr. Black. Is it not true that in a great many States such banks 
are prohibited by provisions of the State constitution? 

Mr. CoRNWELL. Yes; the number 44 was used inadvertently. 

Mr. Hall. I think that you treated the Secretary's bill unjustly 
when you said that there was no provision in it for retiring greenbacks 
under any circumstances. Bead section 9 again and see. 

Mr. CORNWELL. I think I stated, in the early part of the interview, 
that their retirement was optional with the Secretary. He may pro- 
vide for their retirement if he feels like it. 

Mr. Johnson, of Indiana. It is claimed that there are certain seasons 
of the year — the crop -moving seasons — when in the sparsely-settled and 
agricultural parts of the country currency is scarce and high. What 
is your opinion as to tbe cause of it, and can there be a remedy devised 
for it! If so, what remedy would you suggest? 

Mr. Corna\':ell. The United States and Canada are the two coun- 
tries that are sulyect to a squeeze in the fall. Tliat is a reason why 
we want an elastic currency. The cause of the squeeze is the very 
large harvestry of crops at that time of the year. There is such a 
demand for money all at once to move crops that Canada demands 
for that puri)08e quite -0 per cent of its whole circulation. The banks 
of Canada respond to that demand immediately. Not so in the 
United States, there being no elasticity in the currency, which is 
owing to the fact that currency is based on a bond security. On that 
account the rates for money are high, very high sometimes. 

Mr. Johnson, of Indiana. Is it your opinion that an elastic currency, 
such as suggested by you here, would remedy this disadvantage and 
enable those sections of the country to get money at reasonable rates 
of interest in crop-moving time? 

Mr. CoRNWELL. Without any doubt whatever. 

Mr. Johnson, of Indiana. What benetit could the people in those 
various States have from the State bank system of currency which 
they could not just as well receive from a national system of currency 
properly devised f 

Mr. CoRNWELL. None whatever, in my opinion, 

STATEMENT OF MR. WILLIAM BOBSWOETH. 

The chairman stated that Mr. Dodsworth, editor of the Journal of 
Commerce, had been invited and was now present; and he called on Mr, 
Dodsworth to present his views to the committee. 
Mr. Dodsworth thereupon addressed the committee. He said: 
Mr. Chairman and gentlemen : In what I may respectfully submit 
relating to the cjuestion now occupying the attention of your committee 
I shall, for brevity's sake, take it as granted by the preponderant sen- 
timent of the country, and therefore needing for legislative purposes no 
demonstration, that the present currency arrangements of the United 
States are radically defective. 
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In respect tx) our live buudred inillious of full legal-tender paper I 
shall assume that it is derived from an illegitimate exercise of the 
legislative power of the Government; that it is inadequately guaran- 
teed, inasmuch as it rests solely on the Federal power to tax or to bor- 
row, and not on an equivalent of pledged assets; that it stands directly 
exposed to fluctuations in purchasing power, arising from political 
catastrophes or from fiscal emergencies; that its issue was governed 
mainly by necessities of war finance and not by sound economic laws; 
that its volume is entirely irresponsive to the fluctuating requirements 
of business, and that it has at last become tainted ^vith distrust for 
which reasons it is lackitig in the first essentials of a really sound and 
efficient form of currency. 

In respect to silver money I assume that, though the policy of 
increasing or diminisliing its volume is still a seething question, yet it 
does not specifically concern the problem immediately before your com- 
mittee. 

As to the system of note issues provided under the national banking 
laws, I shall take it for granted — as I think L safely may^that among 
economists, practical bankers, and intelligent students of monetary 
questions it is the largely preponderant conviction that the system has 
outlived any adaptation it may have originally possessed for satisfying 
the currency wants of the country, the main grounds for that conclusion 
being,— 

(1) That the bond form of guarantee has been found incompatible 
with elaHsticity of issue. 

(2) That said guarantee leaves no sutficient margin of profit to the 
issuer, and consequently prevents issuing. 

(3) That the bonds themselves must, in a few years, mature and be 
retired. 

(4) That the Government's engagement to pay the notes is an ille- 
gitimate exercise of Federal power. 

(5) That, owing to obstructive restraints, the volume of notes can 
not be readily augmented to meet public emergencies. 

(6) That the arrangements for insuring current redemptions of the 
notes fail of their purpose, thereby keeping the volume rigidly inflexi- 
ble at the seasons when it should automatically contract or expand; 
and 

(7) That, for these reasons, the national-bank circulation has shrunk 
to one-half its former volume, while the public requirements for money 
have been increasing. 

I take it that the very general agreement of intelligent public opinion 
on these assumed propositions constitutes the occasion for this legis- 
lative inquest, and with your permission, therefore, I will confine my 
attention to the inquiry — how our bank currency system may best be 
placed upon a sounder basis, and how equipped with more elastic and 
automatic adaptations for satisfying the ever increasing and yet ever- 
oscillating wants of the country. 

In dealing with this question, it is manifestly desirable to adopt a 
course least calculated to disturb existing banking arrangements that 
need no change; and, with that purpose in view, it may be deemed 
proper to enact the new conditions relating to note issues in the form 
of amendments to the national-banking act. At the same time, upon 
every ground of right and equity, the power of issuing notes should 
be conceded to the banks operating under State laws, conditioned 
only upon the stipulation that they shall conform in all respects to the 
terms of issue imposed upon the national banks, thereby securing from 
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all banks a uDiform circnlation. Any course short of this would, I 
conceive, be not only a political injustice^ but an unwarrantable dis- 
crimination against a class of banks in every way deserving the privi- 
lege, and upon whose operations the business interests of the country 
are largely dependent. 

As nearly as may be estimated in the absence of complete official 
data, the State banks of the United States have a total capital of about 
$275,000,000, and are the custodians of $750,000,000 of the peopIe^s 
deposits. Their capital bears a ratio of 36 per cent to their loans, 
while in the case of the national banks the proportion is only 33 per 
cent. Their ratio of capital to deposits is 37 per cent, which is identi- 
cal with that of the national institutions. In 1892 their cash resources 
were in the ratio of 20 per cent of their deposits, while the nationals 
showed 19 per cent. Upon the true tests of relative strength and of 
soundness of methods, it is thus evident that the State banks have a 
alight advantage over the national. 

The magnitude and solidity of this interest demand that it shall be 
denied no privilege conceded to any other class of banks. Thirty years 
of deprivation of the right of issue should suffice, and emancipation 
from the bonds of a prohibitory tax is surely now due. There is also a 
weighty practical reason for the recognition of this right. If the privi- 
lege of issue is withheld from this class of banks, the people are thereby 
deprived of the large benefits that would accrue to them from the use 
of their notes. Exclusion would not only be odious, as establishing a 
monopoly of an important function, but equally a wrong and an injury 
to the country at large, as an arbitrary restriction upon the needful 
supply of currency. 

It seems incredible that the country would ever become reconciled 
to an exclusion of banking rights that would curtail the issuing ability 
of the banks to the extent of probably over $200,000,000, and ultimately 
more than that sum. The true principle to be followed in this branch 
<tf the question, I would therefore submit, is: The same rights, upon 
the same terms, to both classes of incorporated banks. 

The present geographical distribution of the State banks deserves 
some consideration in determining this question, if equity toward all 
sections is to be maintained. In the Kew England and Middle States 
combined the amount of State bank capital is only 20 per cent of the 
total for the United States, while those States own about 54 per cent 
of the entire national bank capital. The distribution of the remaining 
80 per cent of State bank capital is: In the Southern States 20 per cent; 
in the Western States 37 per cent ; and in the Pacific States 23.7 per cent. 
Could it be considered just to deprive the South, the West, and the 
Pacific coast, which depend so largely upon State banks, of the valu- 
able rights of issue so liberally vouchsafed to other sections? 

In determining the maximum of circulation to be permitted to each 
bank, the safest and most equitable method seems to be that of estab- 
lishing a uniform ratio as between the permissible amount of issues and 
the unimpaired paid-up capital, or the paid-up capital and surplus com- 
bined. The latter of these alternative standards has some important 
advantages over the former; inasmuch as it better represents the real 
resources of the bank; and, in the event of an impairment of surplus, 
would involve a curtailment of the permissible circulation. To that 
extent, the capital and surplus combined would be a more conservative 
measure of issue than the amount of capital alone. 

In fixing the maximum of issue, it is important to keep in view the 
fact that from motives of prudence and reputation, banks of issue ordi- 
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narily keep their circuljition materially within the authorized limit, 
whether that limit may be high or low. The maximum, therefore, should 
not be adjusted to what may be supposed to be a normal experience or 
a normal requirement, but should allow a somewhat lib<»ral margin for 
expansion of volume in periods of unusual business activity, or under 
the accidental emergencies to which business is always liable. My 
individual judgment would be that a limit equivalent to 75 per cent of 
the capital of the bank would be entirely safe; and in this I am con- 
firmed by the almost uniform opinion of many practical bankers with 
whom I have consulted on the matter. 

As the present capital of the national banks is, in round numbers, 
$700,000,000, and that of the State banks may be estimated at about 
$275,000,000, this ratio would iHjrmit a maximum issue by the national 
and State banks of, say, $730,000,000 of notes. Were the capital and 
surplus combined to be chosen as the standard, the ratio might be 
reduced. In such case, as the combined capital and surplus of the 
national and State banks amount to about $1,410,000,000, a ratio of 50 
per cent would afford an issuing capacity nearly equal to 75 per cent on 
capital alone. These estimates of the possible issue of new notes pre- 
suppose the retirement of some $200,000,000 of now existing national- 
bank notes, so that the net possible increase of note circulation (upon 
the present amount of national and State bank capital) would be 
$ r)30,000,000. The actual increase might and probably would be a very 
different matter. 

Should no steps be taken for retiring the outstanding Government 
notes, this capacity of issue might easily exceed the existing require- 
ments of business. How far that might tend to induce an unhealthy 
inflation of the circulating medium would depend almost entirely upon 
the nature of the provision made for the redemption of the notes. 
Under such arrangements as are provided by the existing Treasury 
redemption agency such a result would inevitably follow ; for that 
system obstructs, more than facilitates, redemptions. But with such 
provisions for enforcing redemption as might be devised, to which I shall 
later refer, no serious infiaticm need be feared. If, however, Congress 
should decree the withdrawal of the five hundred millions of Treasury, 
paper, the new supply of bank notes would be none too much to fill 
the vacuum; and for such increases of currency as might be called for 
by the growth of population and trade, we should have to depend 
upon an expansion of banking capital, which, with the inducements 
arising from the profits on the new circulation, would doubtless be 
forthcoming. 

Assuming the withdrawal of the bond form of guarantee against 
circulation, the question arises. What other tbrm of protection of the 
notes should be provided! There seems to be but one really eligible 
substitute, namely, to constitute the notes a first lien upon the entire 
assets of the bank, and also upon the liability of the stockholders to 
assessment up to the full amount of their caiatal stock. There can be 
no possible question about the sufficiency of such a guarantee; the 
doubt would rather be whether it would not be largely excessive. 
Assuming the improbability that the failed bank had outstanding an 
amount of notes equal to the suggested maximum, namely, 75 per cent 
of capital, even then the guarantee afforded by the shareholder alone 
would exceed by one- third the amount payable to the note holders, and 
the assets of the bank would be so much further surplus over the note 
liabilities. 

With the combined guarantee from assets and stockholders, the pro- 
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tection would be much more a^ple than that^fforded by the existing 
deposit of bonds ; the only difference being that, under the new method, 
the notes might not be redeemed with the same degree of promptness 
as they are under the now existing arrangements. Considering, how- 
ever, that there could be no question about the ultimate full payment 
of the notes, there would be no reason why they should not continue 
to circulate until the holders were notified by the receiver to present 
them for redemption. 

This amplitude of guarantee is siiggested not because there would be 
any commensurate risk attending the notes, but because the public are 
excessively sensitive about the safety of bank currency, and it is nec- 
essary to guard against all possibility of such distrust by providing a 
protection which makes depreciation of the notes impossible. The 
guarantors need not object to the excess of guarantee, for it does not 
affect the amount of their actual liability, which really is, on the whole, 
a very small affair. During the unprecedented bank panic of last year, 
the failures of national banks represented only four-tenths of 1 per 
cent of the entire capital of those institutions. The experience of the 
national banks affords data from which the risks on bank circulation 
may be fairly estimated. 

For the last thirty years, covering two great panics and two minor 
ones, the amount of the capital of banks which went into the hands of 
receivers averaged $1,463,000 per year. The average amount of the cap- 
ital of all the national banks during that period was about $400,000,000. 
The proportion of the capital on which failures occurred to the total 
capital of all the banks was therefore a little over one-third of 1 per 
cent. There is no apparent reason why this ratio should not be main- 
tained in the future. Upon the present $1,000,000,000 of national and 
State capital, the yearly failures might, according to this rule of experi- 
ence, be expected to cover about $3,(>0(),000 of capital. 

Assuming that the banks were permitted to issue notes to the extent 
of 75 per cent of their capital, but kept out only 60 per cent — which I 
take to be a reasonable estimate — we should then have an annual crop 
of about $2,160,0(K) of insolvent notes, which would be equivalent to 
a fraction over one-fifth of 1 per cent of the whole banking capital. 
Against this would stand a total of $4,240,000,000 of bank assets and a 
stockholders' pledge of $1 ,000,000,000, in all $5,240,000,000, upon which 
the note holders would have a first lien. It therefore hardly seems 
necessary that either stockholders, depositors, or note holders should 
feel any serious concern about the risks attending note issues, or the 
nature or suflBciency of this proposed guarantee. If stockholders or 
depositors should desire to protect themselves against the guarantee 
given to the note holders, it would probably be found that the risk 
could be covered, from year to year, for a surprisingly small considera- 
tion. 

Nothwithstanding, there are those who think the entire assets and 
the duplicate liability of stockholders an insufficient protection, and 
suggest that, in addition, the issuing banks shall deposit legal tenders 
with the Treasury, to the amount of 30 per cent of their outstanding 
notes, and that a " safety fund," equal to 5 per cent of the circulation, 
shall be placed in the custody of the Treasury. As already shown, the 
30 per cent deposit certainly could not be defended on the ground of 
guarantee necessities. What other imrposes may have been contem- 
plated in the proposal have not been explained. It has, however, this 
very serious objection, that for each million of expansion of note issues 
it necessitates a contraction of $300,000 in another form of currency. 
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If it be supposed tbaLthis proposal is intended to indirectly effect 
the withdrawal of Government notes from circulation, it would seem to 
be a sufficient answer that a more certain way of getting rid of that 
monetary excrescence would be to repeal the legal-tender act and to 
provide for the final liquidation of the notes, with such speed as may 
not disturb the monetary equilibrium. At this point may I be permit- 
ted to express my api)roval, in principal, of the provisions suggested 
for the retirement of the Treasury notes in section 9 of Secretary Car- 
lisle's form of bill submitted to your committee f Considering the 
supreme necessity for the action contemplated, it would seem urgent, 
however, that the provisions be made mandatory, rather than depen- 
dent upon the uncertain discretion of the Secretary of the Treasury. 

I would also suggest, in connection with this clause of the bill, that, 
when there is no surplus revenue devotable to the redemption, the Sec- 
retary of the Treasury shall be required to borrow on low-rate bonds, 
payable at the pleasure of the Government, an amount sufficient to 
provide for the note liquidations required under said section 9. Also, 
there seems to be some material incompatibility between the Secre- 
tary's proposal to retire the legal tenders and his furjbher proposition 
that those notes shall be permanently deposited against bank-note 
issues to the amount of 30 per cent of the bank notes outstanding. 
For if the legal tenders are to be fi^nally retired, what becomes of those 
deposited against bank circulation! That deposit fund would then be 
extinguished. 

On the other hand, if the notes deposited against circulation are not 
to be withdrawn, then nearly two hundred millions of the Treasury 
notes might remain in existence for an indefinite and possibly very long 
X>eriod. In any event, a point would be reached in the process of retir- 
ing United States notes when, from lack of supply, the 30 per cent 
deposit could be no longer complied with, owing to the lack of legal 
tenders, and further issues by the banks would then be barred. Under 
these circumstances, as well as for other reasons, I would suggest that 
the 30 per cent deposit could be well dispensed with. 

The suggested 6 per cent " safety ftind " seems to lack any real occa- 
sion, except that it would provide* a resource out of which the notes of a 
failed bank could be immediately redeemed, instead of waiting until 
the receiver had realized sufficient funds to liquidate the circulation. 
As a means for that object it seems to merit favorable consiaeration. 
The suggestion that this fund be accumulated through moderate peri- 
odic contributions also seems entirely unobjectionable. 

I trust it may not be deemed obtrusive, on this occasion, to briefly 
consider the proposal of the Secretary of the Treasury that "aU pro- 
visions of law requiring banks to keep a reserve on account of deposits '^ 
be repealed. It is undeniably true that the national banks usually 
keep a handsome surplus of reserve above the legal minimum, and this 
applies especiaUy to the country banks, on which the law imposes a 
very light ratio of cash reserve; and this course being voluntary and 
the result of a conservative spirit, it carries a large measure of war- 
rant that the banks may be safely trusted to regulate their reserves 
according to their own judgment. 

It is equally true that, when the banks are pressed by emergencies, 
they have more respect for their own interests and those of their cus- 
tomers than for the mandate of the law, and therefore do not hesitate 
to disregard the statute and its penalties, which means that in prac- 
tice the reserve law fails of its purpose. And it is further true that 
at the banking centers, pending critical conditions, the legal limitation 
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of the reserve stands out as the " dead line.," beyond which lies eon- 
Insion and panic. The natural reluctance of the banks to cross the 
line until the last moment causes a contraction of loans, which intensi- 
fies distrust and increases tlie pressure for accommodation, and the 
result is that when the banks have resolved to disregard the law the 
crisis is found to have passed beyond their control, and apprehension 
is consummated in panic. 

There can be no question that, while all our panics have been seri- 
ously aggravated through the operation of a compulsory reserve, some 
might have been wholly averted had the banks been free to use their 
lawful money resources according to their individual discretion. In 
theory, the legal regulation is designed to protect the banks; in prac- 
tice, it imperils both them and their customers. It is difficult to specify 
any advantages accruing from this restriction that at all ottset these 
serious disadvantages. There might be some reasonable justification 
of necessity if the banks were recklessly managed and regularly kept 
their reserves at a low point, but such is not the fact. 

There would be some apology for the law if the reserves were made 
available under emergencies; but, on the contrary, while holding the 
means of remedy, the relief is withheld under penalty of corporate 
death. Such incongruity would be ridiculous were it not so serious. 
Nor would it much mend the matter, if discretion were given to the 
Secretary of the Treasury, or to the clearing houses, to relax the opera- 
tion of the law when necessity seemed to call for such elasticity. 
Experience shows that such discretions are never used until the dan- 
ger has gone well nigh beyond control; and the uncertain waiting for 
the intervention is one of the most demoralizing forms of suspense. 

I can therefore regard the legal regulation of bank reserves against 
deposits only as an effete remnant of methods adapted for times when 
bank management was less intelligent and less conservative than in these 
days. The principle is venerable for its antiquity, and, to minds living 
more in the past than in the present, it may seem shocking to abandon 
this highly prestiged retraint; but, for myself, I can only conclude that 
the Secretary is as wise as he is courageous in urging the abolition of 
legal regulation of the reserves. 

To my view public opinion, and I may say banking opinion also, has 
so far greatly underrated the practical importance of redemption 
arrangements. The things dependent upon a redemption system are 
no less important than these: The regulation of the volume of notes; 
their natural and equitable geographical distribution ; the checking of 
undue issues by any individual bank; the restraining of unhealthy 
expansions of banking operations; the prevention of unwholesome 
redundancies of currency; the checking of financial and commercial 
speculations resting purely upon a superabundance of money facilities. 

It is to be conceded that the projm ed enlargement of the freedom 
of issue might easily run into an excessive supply of circulation and an 
illegitimate expansion of bank credits. That possibility is so obvious 
that a measure which failed to provide protection against such a result 
Vonld be radically defective, and after brief trial would bring upon 
itself the condemnation of the conservative sentiment of the country. 
The only safe means of preventing such a failure is to provide arrange- 
ments which would allow the utmost facilities of dispatch and economy 
for forwarding the notes for redemption. In devising such arrange- 
ments it is important to keep in mind who are the y)arties to use them. 

The general public have no interest in redemptions, for they have 
DO reason for desiring to change one form of money for another. The 
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redemption agency is purely a banker's institution. The notes flow 
into the banks in the way of deposits, and it is to the interest of the 
bank receiving them to exch<ange them as soon as possible for 'lawful 
money.'' In so doing, the bank makes the more room for paying out 
its own notes, and at the same time strengthens its own lawfiU money 
reserves. There is a constant competition between the banks to occupy 
the field of circulation, each one seeking to get out and keep out its 
own notes and using the redemption agency as a means of pushing 
into retirement the issues of its competitors. 

This competition is the truest possible regulator of a bank-note cir* 
culation. It permits expansion of the volume when an increase is 
needed ; it compels contniction when the outstanding volume is exces- 
sive. Under such a machinery there can be neither scarcity nor redun- 
dance. The regulating force is the self-interest of e<ach bank checked 
by that of all others. If the bank is suspected of matters affecting its 
credit, that fact operates as a special inducement for sending its notes 
for redemption; and that discrimination puts its circulation under the 
severest regulation. It will thus be seen that the note clearing house, 
or redemption agency, becomes the very salt and conservation of a 
bank-note system, protecting the quality of the notes and assuring 
a healthy adjustment of their volume and their geographical dis- 
tribution. 

Not any or every form of agency, however, will insure these advan- 
tages. It is essential that the agency shall not be so far from the point 
of issue as to impose obstacles of time and expense in transmission. It 
is necessary that the charges for redemption service shall be nominal, 
and that the proceeds of the conversions be instantly remitted. None 
of these requisites are afforded by the existing redemption agency of the 
national banks. That institution has been a lamentable failure from the 
beginning; nor is there any possibility of so modifying it as to make it 
properly effective. Under that system the redemptions proper, exclud- 
ing those connected with failed banks, and banks withdrawing their cir- 
culation, and also those connected with worn out notes, appear to amount 
to about forty million a year for the whole United States, or one-fifth 
of the outstanding volume. 

What this amounts to, as compared with what is needed under a really 
healthy and comj)etitive note system, may be inferred from the fact that 
in 1857 the Suffolk Bank of Boston, acting as redemption agent for the 
New England banks, effected $400,000,000 of redemptions; in other 
words. New England, with its financial diniensions of thirty-seven years 
ago, had tenfold the amount of redemi)tion8 now effected at Washington 
for the whole United States. That is the difference in results between 
an efficient and an ineflicient redemption agency. The services of the 
Suffolk Bank were rendered at a cost of 10 cents per $1,000, while 
those of the national bureau cost 70 cents per $1,000. 

With such an immense geographical area as our banks cover, it is an 
absolute impossibility that any single institution could afford effective 
redemption service. If redemption is to constitute the live and ever- 
active regulator that the protection of a bank currency imperatively 
demands, the points of redemption must not be one, but many. Failing 
that, the redemptions must be few; there will be no elasticity of issues, 
and the banks will be tempted to use their privilege to the maximum 
limit, because they will be comparatively secure against the return of 
their notes for liquidation. 

With a view to keeping the agency near the point of issue, and 
thereby facilitating conversions, I would respectfully suggest that the 
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Washington agency be discontinned, and that in its place tbe law 
shall establish six redemption districts, and confer upon the Comptroller 
of the Currency authority to designate some one bank, situated at a 
point central to each district, which shall act as redeeming agent for 
all the banks in such district. Perhaps some such geographical 
determination of the respective districts as the following might be 
most equal and most convenient: 



^2^! GronpsofSUU.8. ! J^^^f-t 



No. 1 New Englaud State« $167,000,000 

No. 2 I New York, New Jersey, Pennsylvania, Delaware, Maryland, District of | 197, 700, 000 
Colanibia. 

No. 3 Southern States , 71,500,000 

No. 4 Ohio, Indiana, Illinois, Michigan, Wisoonwin. West Virginia 124, 500. 000 

No. 5 Iowa, Minnesota, MisHotirl, Kanmis, Nebraska I 76, 500, 000 

No. 6 Pacific States and ot her Western Stat es and Territories 41 , 000, 000 

Total capiUl | 678.200,000 



Each of these divisions would include an amount of bank capital 
sufficient to warrant its having an agency of its oyrn. Each of the 
agencies should be required to redeem not only notes issued within its 
district, but also any presented that may have been issued in some 
other district, recouping itself by forwarding such notes to the agency 
for the district in which they were issued. Such extra-limit redemp- 
tions, however, would probably be found unimportant in volume. 

The importance of redemption is so vital that it seems necessary that 
the arrangements* for facilitating it should be made imperative by law, 
rather than left to the voluntary action of the banks. And, for the 
same reason, it would seem prudent that the choice of agents should be 
left to the Federal Comj)troller, as a disinterested dispenser of a func- 
tion for which there might be troublesome competition, and which the 
banks have no organization to deal with. 

The Suffolk Bank system affords the best model for the form of organ- 
ization. It grew out of a banking necessity, and its development over 
a period of thirty years brought its machinery to a state of virtual per- 
fection. Following that precedent, each bank in a given district should 
be required to deposit with its redemption agency an amount of " law- 
ful money " equal to, say, 2 per cent of its outstanding circulation, and 
to keep that deposit at all times good. That deposit wouhl, to a valu- 
able extent, afford to the agent bank a resource for loans; and the use 
of that resource wouhl be a sufficient compensation for the services ren- 
dered by the agent. This was the basis of compensation ultimately 
reached by the Suffolk Bank, and it was found so remunerative as to 
bring out active competition for the service from other banks. 

Mr. Henderson. Are your suggestions ifi tended to apply to State 
banks of issue as well as to the national banks? 

Mr. DoDSWOBTH. They do contemplate providing for State bank 
issues as well as for national banks. 

Mr. Henderson. The question I want to ask you is whether you 
propose that the State banks of issue should be under national control 
in any way? 

Mr. DoDSWORTH. So far as respects the issue of their notes; and 
entirely so far as the issue of their notes is concerned I think that there 
should be no distinction whatever. 

Mr. Henderson. If they are to be under national control, why not 
have them as national banks instead of State banks! 

Mr. DoDSWOBTH. That is a question which I presume each bank 
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would bave its own reasons for answering. I do not see that that is a 
question which Federal legislation should concern itself about. 

Mr. Henderson. Have you thought of the question as to how far (if 
we admit State banks of issue) the Xatioual Government would have 
any power or control over them, or would you admit them quite free 
from any Federal control in any way! 

Mr. DODSWORTH. I scarcely understand your question. 

Mr. Henderson. Have you thought of the question whether (if you 
admit State banks of issue) there is any power under our form of gov- 
ernment for the General Government to exercise any supervision or 
control over them f 

Mr. Dodsworth. I conceive that if the General Government were to 
provide the conditions under which notes should be issued by State 
banks and should prescribe the limitations under which the issue should 
be operated (including inspection and all minor provisions for protec- 
tion) it will be simply a matter whether tlie banks now organized undex 
State laws would undertake to conform to those conditions. They 
would probably find it difficult, as a rule, at any rate at first, and I con- 
clude that as a consequence the legislatures of the several States would 
find themselves under the pressure of public opinion (especially of bank- 
ing opinion) to reconstruct their banking laws so as to include the very 
provisions which would be included in this proposed legislation as to 
national banks. 

Mr. Henderson. Do you not think it very desirable that whatever 
system of currency we may adopt it should be a uniform currency that 
would be receivable and pass current in all the States of the Union! 

Mr. DoDswoRTU, That would be most essential, and I conceive that 
under such an arranglBment as that, every note being issued (whether by 
a State bank or a national bank) under the same conditions of current 
efficiency and redem])ti()n, they would be identical with each other. 

Mr. Henderson. You assume, then, that every one of the States that 
would legislate on the ((uestion of State banks would naturally follow 
on and adopt a uniform system T 

Mr. Dodsworth. They would have to adopt the forms prescribed by 
the new Iaw,and in that case there would be no difference in the cur- 
rency. There might be differences as to other matters — matters regu- 
lat ng loans and dei)osits — but as to currency, every note issued, 
whether of a national bank or a State bank, would be under the same 
conditions. 

Mr. Henderson. Then, you would not dispense entirely with some 
sort of national control over State banks! 

Mr. Dodsworth. Matters outside of the circulation of State banks 
should be undoubtedly left independent of national legislation. 

Mr. Henderson. I mean as to circulation. You do not intend to 
dispense with national control and national supervision over the cur- 
rency issued by State banks! 

Mr. Dodsworth. No, sir. 

Mr. Johnson, of Indiana. Do you think that we can so separate the 
functions of a bank of issue from the fnnctions of a bank of discount 
and deposit that the issue function could be subject to one jurisdiction 
and the discount and deposit function be subject to another jurisdic- 
tion without inviting conllictiug claims of jurisdiction between the 
United States and State authorities, and without bringing about a jar- 
ring of the system ? 

Mr. Dodsworth. I think so. 

Mr. Johnson, of Indiana. It does not suggest any such difficulties 
to your mind whatever f 
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Mr. DoDSWORTH. It does not. In the case of national banks there 
can be no jar between the issue department and the discount branch 
of the business. And if it were found by any State that in order to 
have its banks avail themselves of the privilege of issuing notes the 
conditions would conflict with some existing law relating: to deposits or 
redemption, or whatever it might be, outside of note circulation, the 
State legislatures would change tlieir laws so as to produce a smoothly 
working condition as between the issue business of the banks and the 
discount or other branches of the bp;nk. 

Mr. Johnson, of Indiana. You would expect, then, that the condi- 
tions imposed by the national authorities would take precedence over 
any inconsistent provisions in the State charters, would you? 

5lr. DoDSWORTH. I am not sure whether I understi)>nd your question. 

Mr. Johnson, of Indiana. You would expect that all of the condi- 
tions imposed in this proposed system by the Federal authorities on the 
banks should have precedence over any inconsistent provisions imposed 
by the charters from the State, whether those inconsistent provisions 
referred to issue or to deposits, or whether they were inconsistent 
directly or only as a matter of inference! 

Mr. DoDSWORTH. Precisely. 

Mr. Johnson, of Indiana. You would subject the State banks of issue 
to every one of the provisions of the national-banking hiwf 

Mr. DoDS WORTH. So far as those provisions relate to the issue of 
bank notes, but no further. 

Mr. Johnson, of Indiana. You would supervise the visitations pre- 
scribed by the F^eral authorities for national banks over State banks 
also, including the right of examination by experts, and including com- 
pulsory reports under oath by the bank officials? 

Mr. DoDSWORTH. With reference to these police provisions (if I may 
so call them), if it were possible for the Comptroller of the Currency to 
get his knowledge through methods less offensive it would be prefer- 
able, I think ; but if not, and if the present regulations should be a neces- 
sity, why I think they ought to be enforced. 

Mr. Johnson, of Indiana. Suppose a State bank should become 
insolvent, to whom would you intrust the appointment of a receiver! 

Mr. DoDSWORTH. TotheComptrolleroftheCurrency at Washington. 

Mr. Johnson, of Indiana. It has never occurred to you that there 
would be any lack of snnplicity or harmony in the system which you 
suggest? 

Mr. DoDSWORTH. There is some complexity, I concede. It might 
be better if we could avoid a system which from the beginning embar- 
rassed the whole country, but the conditions of the country were 
not such as to admit of their being dispensed with. But we have got 
to have established methods, and to observe them as we find them, and 
it seems to me that we must conform ourselves to them. 

Mr. Johnson, of Indiana. The established conditions that you refer 
to have simply Umited the issuing of notes under the national banking 
law to national banks, have they not! 

Mr. DODSWORTH. Yes. 

Mr. Johnson, of Indiana. What would you consider safer and better 
for the people of the country, a system of note issue that was exclu- 
sively under national control or one that was exclusively under the 
control of the States? 

Mr. DODSWORTH. I favor the largest possible method of freedom in 
all such matters. But at the same time, in the matter of providing a 
circulating medium, yon have got to insist on everything which is con- 
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ducive to tbe safety of the public as holders of the notes to be issued 
by the banks. That is, and necessarily should be, to some extent, 
regarded as a sui)erseduie of the liberty of the bank. 

Mr. Johnson, of Indiana. That is an inferential answer. Can you 
answer my question more directly! 

Mr. DoDsWORTH. If there is anythinp^ more specific in the question 
I shall be g}ad to answer it. 

Mr. Johnson, of Indiana. The question I asked you was this : Which 
do you consider safest and best for the interests of all our people, a 
bank system of issue entirely under national control or a bank system 
of issue under the control of the several States, each State to devise 
its own system ! 

Mr. DoDSWORTH. As an abstract principle I concede that the issu- 
ing of currency is an essentially different function from any other 
function exercised by the banks, and that whatever provisions should 
be made in regard to the exercise of that function it should be provided 
by the Federal power, on the same grounds that the Federal Govern- 
ment is intrusted with the power of issuing coin, and for the same 
reasons of public safety. But I do not say that, in securing that uni- 
formity and safety of issue, it is necessary that there should go along 
with it an entire uniformity of banking methods generall.v. And it 
appears to me that, in order to provide tor a more natural and fair and 
altogether more elastic system of general banking, there should be a 
freedom for different methods of banking operations as respects, for 
instance, the diversity of banking institutions which we have among 
our several States. I conceive that it is better that we should have 
freedom and an absence of central restraint over those functions of 
banking. 

Mr. Johnson, of Indiana. You intend that answer to be taken in 
connection with what you said about State banks! 

Mr. DoDSWORTH. I do. 

The committee hel^e took a recess until 2 o'clock p. M. 

After the recess Mr. Dodsworth continued his statement as follows: 

Mr. Cox. Mr. Dodsworth, as I got your idea in regard to the State 
banks, it was that tlie great thing to be desired was that their circula- 
tion, if they put out circulation, should be as good as any other paper 
currency; that is the point we are working to? 

Mr. lioDswoRTU. Yes. 

Mr. Cox. When we do that, as I understand your theory about it, 
then the Federal Government should have control of that matter of 
issues, and no further? 

Mr. Dodsworth. That the Federal Government should have control 
over currency matters alone. 

Mr. Cox. I mean over the banks issuing paper money. 

Mr. Dodsworth. Yes. 

Mr. ('ox. So you would Umit the Federal Government to the point 
of issue of pai)er alone? 

Mr. Dodsworth. Y''ou refer to Federal law? 

Mr. Cox. Yes; I refer to the Government and the laws that would 
control the issue of Statel)ank paper. 

Mr. Dodsworth. Yes, sir. 

Mr. Cox. And when that point was reached you would stop there and 
leave the States to control the other matters? 

Mr. Dodsworth. Precisely. 

Mr. Cox. That is the proposition ? 

Mr. Dodsworth. Yes, sir. 
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Mr. Cox. To make the issue perfectly good— and that is the poiutto 
be reached, uot to be doubted — ^if the Goveruinent requires of the State 
bank to deposit 30 per ceut of its capital stock in the hands of a pub- 
lic officer, then makes the assets of the bank liable, in the first instance, 
for this issue, and then makes the stockholders liable to the extent of 
their stock, can there be any doubt about the validity of these notes^ 
do you think ? 

Mr. DoDSWORTH. The sufficiency of the guarantee aftbrded, I suppose 
you mean? 

Mr. Cox. Yes. 

Mr. DoDSWORTH. I think it would be a superabundant guarantee, 
and, so far as respects the 30 per cent, needlessly injurious to the 
guarantor. 

Mr. Cox. So that when you put 30 per cent of the capital stock of a 
State bank in the hands of an officer — I assume the character of the 
officer to be good — ^you give a first lien on the assets of the bank, and 
then the liability against the stockholders. Is it possible that paper 
based upon such conditions would be anything else excei)t good? 

Mr. DODSWORTH. I suppose it would be the largest credit ever given 
against an obligation. 

Mr. Cox. Is not that especially so when the circulation is limited to 
the 70 per cent? 

Mr. DoDS WORTH. I agree to it. 

Mr. Cox. Could there be any doubt about its being good? 

Mr. DoDSWORTH. No question about that. It is needlessly supera- 
bundant. 

Mr. Cox. Is it not something more than practice and experience have 
demonstrated was ever required! 

Mr. DODSWORTH. I know of no such guarantee in existence in any 
form. 

Mr. Cox. Leaving that point, if the State bank is required to pay in 
30 per cent of its capital stock, then required to give a first lien upon its 
assets, then required to make the stockholders liable to the extent of 
their stock, and then is limited to 70 cents on the dollar of its capital 
stock, do you know of any institution in this or any other country that 
makes it safer than thatt 

Mr. DODSWORTH. No, sir. 

Mr. Cox. Let me turn your attention to the fact that in certain local- 
ities of this country, especially the agricultural part — and I am more 
familiar with the South than any other section — the public securities^ 
such as bonds, stocks, and that character of liabilities, have substan- 
tially left us in the South, on account of our misfortunes — not stopping 
to speak about that. If a State bank organizes and makes its issue 
upon the security we have just discussed, do you not think that would 
be a great benefit to the people of the South? 

Mr. DODSWORTH. The largest benefit possible. 

Mr. Cox. Is it possible to confer any more than that in the way of 
banking? 

Mr. DODSWORTH. No, sir. 

Mr. Cox. In discussing what has been called the safety fund of 5 
per cent, and making all of the national banks in one sense liable for 
all of it, let me ask your opinion upon this idea of that clause, the fifth 
clause, I think, in the Secretary's bill, providing that each bank stands 
for all the rest. 

Mr. BussKLL. The contingent liability clause. 

Mr. Cox. Contingent liability. 
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Mr. Warner. Mutual guarantee. 

Mr. Cox. Mutual guarantee; no matter what you call it, so you get 
what is in my mind. Can you see any objection to this! The objec- 
tion, of course, in that lies in the fact of one bank going security for 
another that it knows nothing about. Suppose you require, instead of 
that, that the national bank, before it declares any dividends on its 
profits shall charge oft", something like the premium account that we 
have had for a number of years, until it reaches the sum of 5 per cent 
upon its circulation, and holds that sum (5 per cent) unimpaired. 
Would not that be as good a security, so far as that individual bank 
were concerned, and would it not l)e better than to become security for 
the other banks? 

Mr. DoDSWORTH. I think so. Moreover, I thiiik it is wholly an 
unsound principle of banking, for banks to redeem in this way a note 
under special emergency, to guarantee each other's obligations. In 
this case it is entirely unnecessary to make that guarantee. The 5 per 
eent fund, which is proposed to provide that amount for the redemp- 
tion of notes in case of failures, would very much exceed any probable 
amount of failures within a given time. We will say $760,000,000 
would be the necessary amount of bank circulation in the event of 
withdrawing the greenbacks. Then $500,0()O,O(K) would be required to 
compensate for that withdrawal of legal tenders; and, in addition to 
that, you would have a certain amount of bank circulation outstanding, 
#200,000,000, more or less, which would make the bank circulation 
in that event $700,000,000. Five per cent upon that amounts to 
$35,000,000 withdrawal, in the first place, from the current circulation 
of the country, and so far injurious, and so far a waste of credit. 

The actual amount involved in failures, as demonstrated in the expe- 
rience of the national banks since they began, has been for that x)eriod 
of thirty years, as I have already stated, about $1,400,0<K). Suppose 
the bank issues to exceed the past average twofold, which wouhl give 
you a circulation outstanding of about $800,000,000 bank notes, in that 
ease. At the ratio of risk which actually exists upon bank notes you 
would have a possible annual crop of failures to an amount that would 
involve some $2,600,000 to $3,000,000 of bank notes that would be nec- 
essary to provide for; and for that you would, under this 6 per cent pro- 
vision, have $35,000,000 held. It seems to me to be a total wa^te of 
guarantee, unjustifiable by experience, and not sound banking. It 
seems to me that a 2 or 2^ per cent fund, instead of a 5 per cent 
fund, would correspond in a very much more conservative way to the 
actual requirements; and beyond that I am not satisfied in my own 
mind that there is any necessity for a fund of that character. 

Mr. Cox. I agree with you exactly. 1 do jiot think there is any 
necessity for it, but I am trying to follow this up so that there will be 
no doubt about it. Let me suggest this idea: By the national-banking 
system proposed by the plan of the Secretary of the Treasury there is 
the 30 per cent of greenback dejwsit, then there is the liability clause, 
then there is the first lien on the assets, and then there is that safety 
fund, as he calls it. Now, if that safety fund can be charged off by the 
banks for each individual bank, you see it becomes assets again of the 
bank, though it is charged off before you reach the profits. Would it 
not be better for each individual bank to proceed in that way than for 
the banks to become guarantors for each other! 

Mr. DoDSWORTH. I think so, (lecidedly, 

Mr. Gox. The object of the investigation of national banks by the 
Federal Government is to reach the point where the issue is absolutely 
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safe, and when you come to the details of it it is only for the purpose 
of accomplishing and reaching the point where the issue is perfectly safe. 

Mr. DoDSWORTH. Precisely. 

Mr. Cox. So, if the Secretary or the Comptroller of the Currency be 
satisfied, under proper regulations and rules, that the State bank haa 
paid in its capital stock, that it has deposited the 30 per cent of that in 
United States Treasury notes, that its charter has the liability clause, 
or the general law — ^I call it a charter — ^provides for a first lien on the" 
assets of the bank, would you have any doubt about the solvency of 
the notes issued! 

Mr. DoDSWOBTH. I should regard that as affording as strong a 
guarantee for the safety of the notes as the application of the same 
principle to national banks would. 

Mr. Cox. You would regard such notes as that as safe as if issued 
under the national-bank system? 

Mr. DoDSWOETH. Yes. 

Mr. Brosius. I understand your statement to be that there is no 
better security for a bank circulation than the assets of the bank itself. 
The assets of the bank are affected in value by the ability of the bank 
to make its creditors sure of its solvency; is not that sol 

Mr. DoDSWOBTH. Yes. 

Mr. Brosius. The paper of an insolvent bank is not of much value^ 
isitt 

Mr. DoDSWORTH. It is not. 

Mr. Brosius. You say that the assets of the banks constitute the 
best security for their circulation that can be provided. Do you mean 
that statement to refer to the aggregate, that is, to the assets of all 
the banks, comparing the aggregate risk with the aggregate security, 
or do you mean to make the statement to cover also particular and 
independent banks, every bank ? 

Mr. DODSWORTH. I have not stated that, I think; if I did so it was 
through inadvertency. I have not stated that the assets alone were 
the best security. 

Mr. Brosius. I include the double liability of the stockholders. 

Mr. DODSWORTH. In that case I say that the guarantee is largely 
superabundant, not merely as applied to the banks taken as a whole, 
but as taken in the case of individual banks. 

Mr. Brosius. Let me give you a case: Suppose a bank has a capital 
stock of $100,000. It deposits 30 per cent of its proposed circulation. 
That takes out 75 per cent of its capital stock. There remains then in 
the custody of the bank for its use 70 per cent of its capital stock and 
75 per cent of circulation, making, both together, 145 per cent of its 
capital stock. Sup|)ose the management of the bank turns out to be 
bad; that its officers are rascals, and a number of its stockholders 
become insolvent, so that their liability is not a factor in the security. 
What becomes of the notes of tliat bank when the break comes? 

Mr DoDSWORTH. In the first place, you have assumed 

Mr. Brosius. I have assumed a bad case. 

Mr. DODSWORTH. You have assumed the 30 per cent deposit, and 
that is a thing I would not favor. 

Mr. Brosius. I thought you did. 

Mr. DODSWOBTH. In the lirst place, there is 30 per cent of the amount 
of notes provided tor. That would leave, say, $450,000 out of the 
$1,000,000 capital. 

Mr. Brosius, I am only speaking of a single bank having a capital 
stock of 9100,000. There is 45 per cent of tlie circulation still unpro- 
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Mr. DoDS WORTH. The 30 per cent is 30 per cent of 75 per cent! 

Mr. Brosius. Thirty per cent of its circulation; yes. 

Mr. DoDSWORTH. You would have, in the first place, that 30 per 
cent of cash de])osit. That would leave you, say, 75 per cent to be pro- 
vided. That would have to be called for from the stockholders. 

Mr. Brosius. Now, suppose the stockholders were insolvent. 

Mr. DoDSWORTH. I can only say to all this that it is, of course, quite 
a possibility to draw a picture of that character, and one even more 
dark; but at tlie same time I conceive that such a case would not repre- 
sent a natural occurrence probably once in ten years, and it does 
appear to me that a law should be made to provide for probabilities as 
to actual events, and not for extreme improbabilities. 

Mr. Brosius. Do you not provide for that very contingency when 
you provide a guarantee fund to be made up by all the banks to secure 
the liability of each and every bank! And, if there were no liability at 
all of this character, no possibility of such a case as I have described, 
when the assets of a particular bank would fall short of perfect security, 
would you ever require any additional guarantee of any kind except 
that all the assets and stockholders of each particular bank for itself 
and not jointly with others! 

Mr. DODSWORTH. I concede that the 5 per cent dex)osit might suffice, 
and undoubtedly would suffice to provide against such an extreme 
improbability as you have supposed, but I do not conceive it to be good 
banking or wise legislation to make such an extreme provision for such 
an extreme improbability. 

Mr. Brosius. I want your opinion, if you will have the kindness to 
give it to me, upon one other point: Is it possible or practicable to 
establish a banking system that will furnish a safe currency, and at the 
same time an adequately elastic currency for each bank, and supply 
collaterals or security enough to protect the Government in case it 
should have the ultimate liability in case of loss — to protect it against 
that liability, dollar for dollar! 

Mr. DoDSWORTH. It is possible to create such a scheme in the form 
of a statute, but 1 do not think you could ever get it worked out into 
actual operation. 

Mr. Brosius. Would it be sufficiently profitable to work out in prac- 
tice! 

Mr. DoDSWORTH. No, sir; it is inconceivable. 

Mr. Brosius. The State of Pennsylvania — if you will pardon me for 
directing your attention to it — ^provides that before a bank of issue can 
be established, securities must be deposited with the auditor-general 
equal to the amount of circulation ; that is, dollar for dollar. Kow, in 
your Judgment, under the constitution of Pennsylvania we could not, 
could we, establish a banking system that would work out in practice! 

Mr. DODSWORTH. That would give you a satisfactory currency 
system! 

Mr. Brosius. Yes; and work out in practice. 

Mr. DODSWORTH. That is my judgment, most decidedly. 

Mr. Sperry. In banking on the safety fund principle, what would 
you consider a safe minimum capitalization for a bank permitted to 
issue circulation ! 

Mr. DODSWORTH. What would I consider a safe ratio of issues to 
capital ! 

Mr. Sperry. 'No; not that at all. The Canadian safety-fund sys- 
tem, for instance, provides for a minimum capitalization of $500,000, 
as has been stated here, of which one-half must be paid up before they 
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can do basiness. In attempting to establish the safety-fund principle 
in our system of banking, what would you consider the safe minimum 
cai)italization for a bank in order to be permitted to issue circulation? 
Do you get the idea of my question? 

Mr. DoDSWORTH. Yes; I think so. I do not see why there should 
be any limitation upon the capital of the bank; that so lotig as the 
ratio was the same in all cases, it seems to me that the safety or the 
risk would be the same in all cases. 

Mr. Spebry. It occurred to me that a large bank might get the 
services of more conservative and better bankers, and take less risk, or 
stand the pressure better, than would be the case with small banks. 
1 wanted to know if that would be your judgment? 

Mr. DODSWOBTH. That is my judgment. 

Mr. Spebry. If it is your judgment, you would still think that the 
bank with a small capital could just as safely issue circulation without 
resulting in a tax on the large banks through the safety fund? 

Mr. DoDSWORTH. Yes, sir. 

Mr. Russell. Referring to the suggestion of Mr. Cox to section 6 
of the plan as proposed by the Secretary of the Treasury, that sugges- 
tion, as I understand it, being that the contingent liability of that section 
be substituted by what he designated as a 5 per cent reserve or safety 
fund; if that suggestion were adopted, does it not create an additional 
requirement, though not necessarily so, for national-bank circulation 
over and above the requirement of State-bank circulation? 

Mr. I)oi>swORTH. Do you ask as to whether that is the implication 
of the Secretary's way of making it? 

Mr. Russell. No; I refer to the Secretary's plan, as represented in 
the bill which we have before us in section 5, which relates to the 
creation of a safety fund, and provides for a pro rata contingent liabil- 
ity, if necessary, upon all national banking establishments to maintain 
that safety fund. Mr. Cox's suggestion, if 1 understood it, was to sub- 
stitute for that contingent liability a 5 per cent reserve, which each 
bank should maintain. Now, if that suggestion were substituted for 
the contingent liability (the 5 per cent reserve), would there not then 
be in that o per cent reserve an additional requirement — I will not say 
a necessary requirement — for the safety of the circulation for national, 
bank circulation over and above any requirement for State-bank circu- 
lation, as provided for in this same bill? 

Mr. DoDSWORTH. I presume that would be the case. I have not 
read the bill. 

Mr. Sperry. In other words, your presumption being correct so far, 
it would be a discrimination favorable to the State-bank circulation 
over national-bank circulation? 

Mr. DODSWORTH. Yes. 

Mr. Cox. The bank assumes for itself to protect its own circulation, 
which is 5 j>er cent; that is not held as a reserve — not technically as a 
reserve — but before it can divide the profits of a bank it charges otf, 
just exactly like you do with a premium account, and then it is an 
asset of the bank, and the bank has the use of it? 

Mr. Russell. Yes; but that is a requirement for national-bank 
circulation. 

Mr. Cox. I assume your point for the present, but the point I want 
to call attention to is that when the bank takes its profits, and out of 
those profits first reserves this 5 per cent, it is not set aside and locked 
up in its vaults at all, but becomes an active asset of the bank, so that 
a dollar of stock would be worth $1.05, which makes that additional 
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plan for redemption in the nature of a surplus. Bat that does not ,cut 
the bank off from using it. In the crisis or panic that we have gone 
through in this country — ^thi» trouble, whatever you may call it — you 
give in your paper that you read this morning the losses that were 
sustained by the depositors in national banks. Now, I ask you in regard 
to State banks. In this crisis has not that dex)ositor lost less in the 
State banks than he has in the national banks? 

Mr. Walker. In proportion to the capital, do you mean? 

Mr. Cox. In proportion to the capital ? 

Mr. DoDSWORTH. I shoull have to refer you to the Comptroller's 
report for that. 

The Chairman. That is all in the Comptroller's report. 

Mr. Cox. I understand that, but we want it in the evidence, too. 

Mr. DoDSWORTH. I think the actual loss incurred by State banks was 
somewhat larger than ip the case of national banks, but the number of 
failures was smaller. The significance of that difference might depend 
very much upon the geographical distribution and upon the severity of 
the panic in different sections. The State banks are distributed prin- 
cipally throughout the Western, Southern, and Pacific States, a very 
large proportion of their entire capitiil, about 80 per cent of the State 
banks, being distributed over those sections south and west of this 
point. That has got to be taken into consideration in estimating the 
exact significance of the fact that the failures were larger under the 
State system than under the national. 

Mr. Cox. The national failures were larger than the State failures^ 
taking it all together? 

Mr. DODSWORTH. The State failures were larger in amount, but the 
number of bank failures was less in the case of national banks than in 
the case of State banks. 

Mr. Hall. Mr. Dodsworth, under section 5 of the plan suggested by 
the Secretary of the Treasui^y, there is a provision that an assessment 
be made of one-fourth of 1 per cent for each half year on the amount of 
the circulating notes outstanding, until a sum amounting to 5 per cent 
of the total circulation of the national banks outstanding is secured, 
which is called a safety fund. In addition to that there is what the 
Secretary calls a guarantee fund, which is the deposit of 30 per cent of 
the circulating notes in greenbacks. Now, section 5 of his plan further 
provides that immediately upon the failure of a national bank to pay 
its notes the 30 per cent guarantee fund payable in greenbacks is 
turned over into the safety fund, and the notes of the failed bank are 
at once paid out of that 5 per cent safety fund. 

After that the Government makes an assessment, if there is not 
enough in that 5 per cent safety fund to pay the notes, and keeps that 
up to 5 per cent; but any bank that pays the assessment to keep up 
this 5 -per cent safety fund then has a lien upon all the assets, and there 
is also the double liability clause with reference to stockholders of failed 
banks to reimburse it. l)o you believe that that creates any hazard or 
contingent liability upon the other banks that would tend to prevent 
them from going into business under this law? Is not the liability so 
remote that there would be no danger of banks refusing to organize 
under a law of this kind? 

Mr. DODSWORTH. Certainly I should not consider it a sufficient 
inducement for a bank proposing to organize to refuse to organize. 

Mr. Hall. There is nothing in that that would scare them out, in 
your opinion ? 

Mr. DODSWORTH. No, sir. 
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Mr. Walker. Yovl proposed in your paper, if I remember rig:litly, to 
divide the territory of the United States into six redemption districts. 
Ton advise that? 

Mr. DoDSWOBTH. Yes. 

Mr. Walkeb. You thought that it was a proper scheme to provide 
redemption agencies. I want to ask you if you propose that each 
bank in the territory designated should be required to send notes 
which it desired to be redeemed to the agency for that district? 

Mr. DoDSWOBTH. Yes, sir. 

Mr. Waxkeb. That that should be a fixed obligation upon each one 
of these banks? 

Mr. DoDSWOBTH. In case of its wishinc 



Mr. Walkeb. That is to say, that if a bank sent notes for redemp- 
tion anywhere it choose, they should go to the redemption agency for 
that district? 

Mr. DODSWOBTH. It is a provision enabling the bank receiving the 
notes of another bank to get those notes redeemed. But when you 
ask whether it is an obligation on the bank to get the notes so 
redeemed at all 

Mr. Walkeb. That is not my question at all. I will ask my 
questions so that they will not need an amendment. 

Mr. DODSWOBTH. I think I understand you. That is the purpose of 
the provision, to enable the bank receiving the notes of another bank 
to get those notes redeemed. 

Mr. Walkeb. That is a pretty big answer to a small question, and I 
will repeat the question. You advise dividing the country into six 
parts, with a redemption agency in each part. Is it your purx>ose 
that each bank in that territory shall be required to send its notes for 
redemption to the redemption agency for that territory? 

Mr. DODSWOBTH. Yes, sir. 

Mr. Walkeb. That answers the question, and that is all I want on 
that point. 

Mr. DODSWOBTH. Allow me to qualify that answer somewhat. 

Mr. Walkeb. In any way you choose, certainly. 

Mr. DODSWOBTH. If a bank within a given redemption agency 

Mr. Walkeb. No; territory. 

Mr. DODSWOBTH. Territory; I beg your pardon. If a bank within 
a given territory has notes issued by some bank outside of its particu- 
lar territory, it would likewise be empowered to forward that to the 
agent or agency in its own territory. 

Mr. Walkeb. To forward that where? 

Mr. DODSWOBTH. Forward that to the agency in its own district.. 
That agency would be expected to- forward it to the agent of the dis- 
trict in which the notes were issued. 

Mr. Walkeb. I assumed that you had that in your mind. I cer- 
tainly had it in mine. Is it not a fact that, other things being equal, 
a firm or a bank; or anything else, is sound or unsound, is deserving 
of credit or not desernng of credit, in proportion as its liabilities are 
to its assets, whether large or small? That is true, is it not? 

Mr. DODSWOBTH. Yes, sir. 

Mr. Walkeb. Why, then, in outlying agricultural districts, where 
they want a bank quite as much as they do in a city, and where they 
can not usually aggregate a capital of more than $50,000 or $100,000, 
would you prohibit them from issuing circulating notes in proportion 
to their capital stock paid up and unimpaired? Why not allow the 
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bask with a capital of $50,000 to issae $25,000 curreucy jast as readily 
as you allow the bank of $500,000 to issue $250,000 of currency f 

Mr. DoDSWOBTH. Certainly I would. 

Mr. Waxkeb. I did not know that you took that x)osition; 1 thought 
you contradicted it. I have nothing further to say. 

Mr. DoDSWOBTH. I answered that to the gentleman at the other end 
of the table. 

Mr. Spebby. I will ask you to state whether, in your opinion, there 
is any reform needed in our present system of primary money. 

Mr. Walkeb. What is primary money? 

Mr. Spebby. Money of ultimate redemption — coin, gold and silver. 
Whether any reform is needed, in your opinion, along that lineY If so, 
I shall be glad to hear what you have to say on that subject. 

Mr. DODSWOBTH. That touches upon a question that I presume is 
not included within the present inquiry. 

Mr. Spebby. Yes; I think it is. 

Mr. DODSWOBTH. It touches upon the silver question, and I should 
be glad not to answer any question upon that. 

Mr. Walkeb. I think he ought to be allowed to go into that. 

The Chaibman. The chair thinks we had better not. That is a sub- 
ject not before the committee. 

Mr. Spebby. It might be, and I would like to have the gentleman's 
opinion. 

Mr. DODSWOBTH. I think the providing of a bank currency system 
does not necessarily involve any consideration of what your coinage 
shall be. 

Mr. Spebby. Is it not so intimately connected with it that the one 
aflfects the other t 

Mr. DODSWOBTH. It does affect it, undoubtedly, 

Mr. Spebby. And from that point of view I want your opinion. 

Mr. DoDSWOBTH. Of course all bank currency, in the event of our 
going up(m a silver basis, would become payable in silver inevitably. 
It seems to me that, in all provisions relating to redemptions or pay- 
ments of any kind, the kind of payment contemplated should be desig- 
nated as lawful money, which would cover whatever might be lawful 
money at the time the obligation became payable. 

LBTTEB FBOM HON. A. B. HEPBUBN. 

The Chaibman. Gentlemen of the committee, Mr. Dodsworth will 
be here in a moment, and in the meantime the chair desires to state 
that he has received a letter from Mr. A. B. Hepburn, formerly Comp- 
troller of the Currency. Mr. Hepburn was invited to appear before the 
committee, and came and was here one day, and then was obliged to 
leave, on account of a prior engagement, to Veturn to New York on the 
4 o'clock train, and was not able to be put on the staud. He has writ- 
ten the chairman of this committee, submitting his views in regard to 
the question before us, and if there be no objection the chair will hand 
it to the reporter to be printed. 

Mr. Hall. Let us have it read. 

The chairman read the letter, as follows: 

The Thied National Bank of the City op New Yobk, 

New Yarlc^ December 12j 1894. 
My Deab Sir: I am very doubtful about my ability to appear before 
the Committee on Banking and Currency on Thursday, and in view of 
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all the circumstances I think, perhaps, no material good would be 
accomplished by my returning to Washington. 

I therefore take the liberty of calling your attention to some features 
of Mr. Carlisle's bill which have undoubtedly occurred to you, but 
which 1 trust you will call to the attention of your committee, in execu- 
tive session, after your hearings are closed and while you are engaged 
in the preparation of a bill. 

Of course Mr. Carlisle's provisions requiring banks taking out circu- 
lation to deposit greenbacks or Treasury notes is made in the interest of 
relieving the Government, and not for the benefit of the currency issue. 
I do not know that I have any objection to that. I should like to see any 
safe course pursued which would relieve even temporarily the Govern- 
ment from present embarrassments. It should be borne in mind, how- 
ever, that responsibilities and obligations to furnish gold that are trans- 
ferrer! from the shoulders of the Government immediately fall upon the 
shoulders of the banks, and this currency proposition should be made 
in some form attractive, and not hedged about by too stringent pro- 
visions lest the banks will hesitate, if not decline to take out circu- 
lation. 

It is by no means an unmixed blessing to the banks, the retirement 
of the Government from the banking business. While it would benefit 
the Government and the people as a whole, it would certainly put 
added responsibilities upon the banks. Now, in times of panic, they 
have only their depositors to take care of; then, they would have 
both depositors to supply with funds and the circulation of the coun- 
try to redeem in coin upon presentation. 

I am stnmgly opposed to the proposition to do away with the require- 
ments that banks keep reserve, and my understanding of the! law does 
not tally with that of the Secretary. The law, when it was drafted, as 
I understand it, was based upon the experience of prudent and well- 
manage<l banks, and the reserve was fixed at a point where prudent 
and well-managed banks carried their reserve. It was sought to fix a 
limit so that a well-managed bank would as often be over as under its 
reserve in the regular course of business. 

This law is made not for the nine banks who would observe it with- 
out any legal provision, but for the tenth one that, either through 
incompetent, speculative, or unsafe management might fail to keep a 
proper reserve and to keep itself in a sufficiently strong position to 
meet the demands that might be made upon it. The requirement of 
the law is not rigid and inflexible, as named by the Secretary. The 
reserv ^ is there to be used, and a bank is obliged to pay its obligations 
even if it takes the last dollar of its reserve, and the statute contem- 
plates that it will do so. It is required, whenever below its reserve, to 
take proper measures to recover the same, which is wise and right. It 
is also i>rovided that if a bank is below its reserve the Comptroller may 
uotify them to make it good, and if the bank fails to do so for a period 
of thirty days after notification he may appoint a receiver. 

Tliere is sufficient flexibility in this provision to admit of banks using 
their reserve at all proper times and under all proper circumstances. 
That tliey do do it in times of panic is well known, and that the Comp- 
troller has never at sucli a. juncture required them to make good their 
reserve is equally well known, nor would any competent officer do so. 
The statement which the Secretary makes, that the State banks keep 
20 per cent reserve whereas the national banks keep only 18, I do not 
think is well founded. I know it is not true as to the banks in this 
State, and so far as I have any statistical knowledge upon the subject, I 
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do not think it is tme anywhere, certainly not on the average of the 
country. 

In section 10 the Secretary provides under certain conditions for the 
repeal of the 10 per cent tax. He repeals the 10 per cent tax on State- 
bank circulation absolutely, while leaving a tax of one-half of 1 per 
cent upon the circulation of national-bank notes. Here is a discrimi- 
nation at once which would place the national-bank circulation at a 
disadvantage to that extent. Should not the one-half i)er cent tax be 
retained on State-bank circulation in order to preserve the equity of 
treatmentt 

Again, he forbids national banks to issue notes in denominations 
under tlO. No such restriction is imposed upon the State-bank cir- 
culation. There should be parity here also. 

Again, he provides for a safety fund contributed by the national 
banks for the payment of the circulating notes of all national banks 
with unlimited liability. Should not the State banks be required to 
provide a safety fund in the custody of some State officer, of the same 
character and upon the same terms, in order, so far as possible, to pre- 
serve the equality between the two kinds of circulation t I think so. 

Then, instead of doing away with the present reserve required of 
national banks, State banks taking out circulation should be required 
to keep the same reserve, and the Secretary and the Comptroller should 
be <^ satisfied " that they maintained their reserve, had issued no notes 
of less denomination than $10, had provided and maintained their 
safety fund the same as national banks are required to do, In addition 
to the, other points mentioned in section 10 in regard to which the 
Secretary and the Comptroller must be satisfied. 

Then the tax, instead of being repealed, should be reduced to one- 
half of 1 per cent. 

Kow, as to section 10. It provides that State banks may take out 
circulation, and in case they satisfy the Secretary and Comptroller on 
certain points it shall be exempt from taxation. Now, suppose they do 
not satisfy the Secretary and Comptroller. Suppose they fail to com- 
ply with these provisions, that the bank has been badly managed and 
the appointment of a receiver is necessary; then, in that case, having 
allowed this circulation to be placed in the hands of the people, the 
Government comes forward and exacts its 10 per cent tax, thus aggra- 
vating the situation and impairing what security there may be left for 
the benefit of the note holders and the depositors. 

It seems to me that this is wrong. It is locking the barn after the 
horse is stolen. Instead of ascertaining in advance that the banks are 
entitled to issue circulation and allowing them to do so, they have this 
roundabout, cumbersome, unsatisfactory way of final adjustment. 
What is there to prevent a thoroughly bad State bank from taking 
out circulation, exploiting all they can, and then, when the period is up 
and the time arrived when they must satisfy the Secretary and the 
Comptroller, going to smash. They have utilized this tentative period 
in which to do all the harm they could possibly do. 

On the other hand, a thoroughly well-managed State bank may hes- 
itate to take out circulation with a possible 10 per cent tax hanging* 
over them. Suppose a thoroughly well-managed State bank takes out 
circulation to the amount of 76 per cent of its unimpaired capital, and 
some time in the course of a year or six months, before the time for 
satisfying the Comptroller and the Secretary has arrived, the bank is 
burglarized, and they lose $60,000 or $100,000 through no fault of their 
management, thereby impairing their capital so that the circulating 
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notes of the previous year have exceeded 75 per cent of their unim- 
paired capital. Under those circumstances they would have this 10 
I>er cent tax to pay. Ttius, again, the Government comes to the front 
to aggravate the Bufferings of the people. 

Now, I do not know just what would satisfy the Comptroller and the 
Secretary, but in my judgment nothing less ought to satisfy them than 
five verified reports of condition, published locally and filed with the 
Comptroller, and as many special reports as the Comptroller chooses 
to call for, and also the regular annual examination by an expert 
^xamiuer, and as many special examinations as the condition of the 
bank and the judgment of the Comptroller may dictate. The law and 
practice require all that now of a national bank in order to «* satisfy'' 
the Comptroller and the Secretary of their condition. Could they, as 
responsible Government officers, accept any less conclusive evidence 
on the part of State banks, and if they do this, as it seems to me they 
inevitably must do under the terms of this bill, they make these State 
institutions in all respects national except as to name; therefore, it is 
wiser and better that State banks desiring to take out circulation 
become national banks in fact. 

If circulation is to coutinue based upou Government bonds there is 
no reason in the world why State banks should not be allowed to take 
it out precisely the same as a national bank, but if it is to be based 
upon the assets of the bank I believe that every consideration of pub- 
lic safety and public propriety requires that these institutions should 
be under one central control with uniform laws, uniform requirements, 
and uniform usage. 

The Secretary's discussion of the financial question in general I 
most cordially approve, and the conclusions he reaches I believe are 
wise and sound; but the details of the bill he has submitted, in my 
judgment, are open to very serious criticism. 

Very respectfully, N. B. Hepburn. 

Hon. William M. Springer, 

Chairman Committee on Banking and Currency j 

Washingtonj D. (7. 

STATEMEHT OE MR. OEOEOE OUHTOV. 

Mr. George Guntoi^, of New York, appeared before the committee, 
i^nd made the following statement: 

The Chairman. State your occupation, Mr. Gun ton. ^ 

Mr. GUNTON. I am president of the School of Economics, and there- 
fore what I shall have to say will be said more from the point of view 
of an economist than that of a banker interested in the machinery and 
profits of banking. 

While listening to the testimony here and watching the committee, 
I have wondered that the committee have as much patience as they 
have. It seems to me that it would wear you out. I do not see how 
you are able to stay day after day and carry on questions and keep 
connected in your minds all the views that are presente<l. 

Mr. Johnson, of Indiana. We do not 

Mr. GuNTON. li you do not, then you are human. I shall try to be 
as brief and direct as I can, having learned that in that way more will 
be drawn out, if there is anything in a statement, than if there is noth- 
ing in it. 

I conceive the matter of banking as a business rather than as apoliti- 
<^al institution. It is to my mind an economical instrumentality for 
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supplying a social want, very much as a factory is for supplying shoes 
or any other product. But money differs from shoes, in that it has to 
keep going all the time, whereas shoes worn on one pair of feet are 
liable to be worn oat. For that reason it seems to be necessary that 
there should be as large an amount of security as possible, compatible 
with the solvency of those who issue the money — a little larger, x>08si- 
bly, than in the case of those who issue shoes. 

In all the bills and arguments that have been presented before this 
committee, 1 have noticed, almost with rejoicing, a tendency to look 
toward an improvement or a remodeling of our banking and currency 
system so that it shall be more elastic, more free, more economical, and 
less political. Whatever maybe the variationsin the particular schemes 
brought before the committee, at least they all seem to point in that 
direction, and what I shall have to say will be along the same lines. 

There seem to be three or four conditions that are needed in bank- 
ing and money. One of those is flexibility, another is redemption,, 
another is cheapness, and another is freedom — freedom in the going 
into the business and conducting it. 

The schemes of the Baltimore bankers and of the Secretary of the 
Treasury seem to me to fall short of that, in that they neither provide 
coin redemption nor for eliminating the political element from banking. 

1 agree with the gentleman who spoke first this morning, that we 
can never have quick coin redemption unless we get the Government 
issue out of the way, and I believe that the first thing is simply to dis- 
charge the Government, so far as the issue of money is concerned, and 
that means the entire retirement of Government notes. When that is 
done the issue of money falls upon the banker; then it is in the hand» 
of business. 

The question then arises as to the safety, and here nearly all the 
questions I notice fr*om the members of the committee, addressed to the 
various persons who have been on the stand here, were as to what 
amount of reserve will furnish safety to the notes, how much issue 
there should be in circulation to capital, and about the 30 per cent 
reserve that Mr. Carlisle asks. 

Now, it seems to me that the people in the business know and w^ould 
find out very much better what is necessary to secure the circulation- 
than any committee that sits around this table, or any number of men, 
with all due respect to all of you who meet in the two Houses. If it is 
a business, and if there is sufiicient responsibility so that those wha 
do the business pay the penalty for any mistakes of the business, they 
will find out better where the line of reserve will be and what the 
amount of issue should be relatively to the capital than can possibly be 
done by any persons like us, certainly like myself, not in the business. 

Now, in the first place, it seems to me in reference to security, the 
large aggregate is always safer than the small unit. 

The gentleman from Pennsylvania (Mr. Brosius) asked a question a 
little while ago as to what would happen if a number of the officers of 
banks were rogues, and the number of their stockholders were insolvent. 
Well, in a single bank it might be that the whole thing would go down, 
but in the movement of society I suppose there never was a community 
made up like that. If so, there would be no community. The law of 
averages and business interests and civilization,, the survival of exist- 
ence, makes it that in the large body there is but a small prox>ortion of 
that kind. So that it seems to me that in the security of the circulation^ 
the wider the ground, or the area upon which it rests, the safer it will 
be; and that as the money must be national — that is, it must circulate 
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thioagh tbe community — the banking system shoald be interrelated, so 
interrelated throughout the whole community that the banking capital, 
aud the banking reputation, aud the banking interests are combined 
with banking circulation. 

Now, that being the general proposition, it being a business resting 
on eeonomy and profit, every unnecessary insistence upon a reserve 
causes an increase in the cost of the production of bank notes, or, if 
you like, the cost of running a bank. Every increase in the cost of 
ninning a bank affects an increase, necessarily and ultimately, in the 
rate of interest. You can not help it. Tbe rate of interest is the pay 
the bankers get for going into banking, and the reason why national 
banks do not issue is because there is no profit in it, as you have, 
been told. Therefore, it is necessary that banking may be done as 
cheaply as possible in order that people who want money may get 
money at as low a rate of int.er^st as possible. 

Another point that seems to me to be found in this situation is that 
the people who need money most, and need it very badly at special 
times of the year, are tbe country people, and unless they can have it, 
unless the machinery of banking will supply it to them as cheaply as 
the central banks will, they are at a positive disadvantage. That is 
the case to-day. Of course the great banks in the cities do not need to 
issne notes. The Chemical Bank of New York does not issue notes. 
It depends upon its large line of deposits. But tbe country banks 
have no deposits, or very few, and their money has to come from the 
center. So that they have to pay more than double the interest that is 
paid by the city people. 

Kow, that seems to me to be one of the legitimate complaints that is 
behind the Populistic movement, namely, that the money is dear in the 
sense that it costs them a great deal to get it. 

The banking system, if it i^ to be radically reorganized, ought to be 
so reorganized that it can supply notes, supply money, on the elastic 
plan nearly as cheaply, if not quite, at the extreme parts of the country 
as in the center; and that can only come by the possibility of banks 
being able to practically furnish what I call costless notes. If the 
banks can issue their own notes to their own people in their own locali- 
ties, with as little cost as possible in the banking machinery, then the 
rate of interest of course will be low. I believe the rate of interest is 
subject to exactly the same economic influences as is the price of any 
commodity supplied to the community. 

A gentleman of the committee yesterday morning asked whether the 
cost of the 30 per cent fund provided for by Mr. Carlisle's bill would 
not increase the rate of interest. Tbe gentleman who was on the stand 
at the time said he thought not; that the rate of interest was governed 
by the law of supply and demand. If you will permit me just to put a 
pin ill there, I think that is an entire heresy; that the law of supply 
and demand only acts upon that matter down to the x>oint of the cost 
of doing the thing. I think that the dearest bank will be the bank 
which at the greatest disadvantage can supply its notes; that it will 
have to charge enough interest to pay its working expenses, or else it 
will not operate. And what it can get the others will get in the gen- 
eral tendency to uniformity in the rate of interest. 

Therefore, if you, to-day, by unnecessary reserves or' limitations of 
issue to capital, or any other way, add to the amount necessarily 
invested in the business done, you increase the cost of doing the busi- 
ness, and if you increase the cost of doing the business ther^ is not 
power enough in all the laws and all the forces of society to make a 
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bank go on withont changing the rate of interest suflBcieutly to cover 
the cost, no matter what the bank may be. So that when we give the 
people a low rate of interest we must give them the minimum amount 
of burden on banking machinery. 

Now, I submit for that reason, that the minimum amount of the bur- 
den which would be involved iu the cost of banking machinery is that 
which the experience of the bankers themselves will discover, and not 
what any body of legislators can arbitrarily fix at this line or that; and 
for that reason I am not satisfied with Mr. Carlisle's plan, because it 
does not require the redemption of Oovernment greenbacks, and until 
they are redeemed there can be no coin redemption. To say that the 
Secretary of the Treasury may retire them at his option is to say that 
they will never be retired. I do not think it is Vorth one straw to 
leave it to the option of the Secretary of the Treasury to retire the 
Government greenbacks when there is a surplus. 

You know, gentlemen, that when there is a surplus there would be 
some political cry that there should be a reduction of the tariflf, or 
something else to eat up the surplus, or to reduce the revenues in some 
way; and, if there was any little movement toward the greenback busi- 
ness, you would all be so weak you would not dare to talk about retir- 
ing Government greenbacks, because you would be afraid you would 
lose some votes in the States where the greenback issue was up. You 
are all human, and that is what would be sure to happen. 

The state of mind of the public today is better toward this question 
than perhaps it has ever been before. The educational experience we 
have had in the last year or two is such that the public mind is now 
ready for some overhauling of our monetary system, and I think their 
experience and education have been sufficient to permit you to make 
the very best bill you are able. I believe there never was a time when 
you were less called upon to compromise and sort of catch at straws 
about this sentiment or that sentiment. So far as certain conditions 
that have recently obtained are concerned, I simply believe, Mr. Chair- 
man, that we can afford at this time to do what is right, and do the 
best we can. That you can not always do. The public mind is such 
that sometimes, perhaps, no legislative committee can possibly do the 
best it knows how, because public sentiment is iu a state that would 
simply kill it. That is sometimes the case, and legislators have a 
harder time, I know, than people like myself think when we stand off 
all the time criticising you. 

Compromising and tacking are no doubt necessary modes of existence 
at times, but I believe there is less of it to-day than ever before, and I 
believe that you gentlemen can afford to go right straight at your work 
and do the best you know how. 

Mr. Carlisle said that the Government greenbacks ought to be with- 
drawn, and the Baltimore plan says that the Government greenbacks 
ought to be withdrawn. Then withdraw them. I anticipate that some 
one will ask me the question, and so I say the way to withdraw them 
would be for the Government simply to issue bonds for that purpose, 
as has been suggested, say at 3 per cent, and let the banks issue on 
these notes just as they are taken up. In other words, that they be 
tiinded. I do not believe there is any reason for not doing that. 

I have no objections, myself, to this 5 per cent fund. I do not know 
whether it would be enough or too much, and I do not believe that 
anybody else does. I think the estimate that Mr. Dodsworth has given, 
and that the banks have given, namely, that it would be ample, based 
ux)on the calculation of the number of failed banks to the national* 
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bank system, is utterly fallacious, because they propose to withdraw 
the bond basis for the baiikiug circulation. They are making their 
calculation on future failures. In other words, they are making- their 
estimate upon a foundation that they propose to remove, and therefore 
the calculation that the future failures would be what they have been 
in the past, after they have taken that away, I do not think is worth 
one straw, simply because the basis of calculation is withdrawn. 

However, whatever the fund might be, I have no objections to it, 
but I think the safe way, the better way altogether, would be on the 
redemption plan, rather than to have the limiting of the issues of 
banks to a certain proportion of the capital, as I observe the Balti- 
more plan provides 50 per cent, and the Secretary's plan 75 per cent, 
and Mr. Walker's plan 100 per cent. Of these plans I think the 100 
I>er cent is the best of the three. But I do not know why it should 
be put there. I think it should be put on the basis of redemption, not 
on the specific notion of any fund there is there. 

The coin redemption is the real test for the safety of the currency. 
It is the test of any of your notes. Just so long as the assets of the 
bank are such that redemption goes on, there is no reason for saying 
that the issue shall be limited here or there. That is the way it seems 
to me. 

1 therefore, Mr. Chairman and gentlemen, without taking up very 
much more of your time, suggest a somewhat different plan from 
anything that has been suggested, though .parts of it have been 
suggested by almost everybody who has spoken. There is nothing 
new under the sun, probably, that is worth much, and I do not 
claim to have anything new. But the idea that I would suggest is 
that the banking system be organized under some confederated plan of 
the banks; in other words, that there be redemption agencies, as has 
been suggested, perhaps, the chief one in New York City, or at some 
great banking center, wherever that is, and I suppose it would be New 
York City, but that there be throughout the country — I do not 
know how many; Mr. Dodsworth has suggested a number, and he is 
probably right as to the number — a greater or less number of redemp- 
tion agencies, as the emergency requires, or in other words, banks that 
are part of the central, having financial relations with it, and all the 
local banks redeeming in these central agencies, and that they be part 
of it; that there be a connection in the ownership of the stock, and 
therefore a supervision of issues by the higher banks over the lower, 
and that they redeem the notes of the local banks as they come; and 
whenever the amount kept with the banks above the local banks is suf- 
ficient for the notes to be redeemed, let the amount of issue go on ; there 
should be no limit to it, except the limit of safety, and that the banks 
above, in other words, the capital and the general interests involved, 
shall decree. 

And I would have, as a check upon what might be called a fraudu- 
lent effort, or an injudicious effort, to issue notes out of all proportion to 
the safety of the situation, that the notes of the local banks shall have 
upon them the signature of one officer of the bank above, that is the 
redeeming agency, so that they will know exactly how much issue there 
is being made relatively to the assets, etc.; and if they have any proof 
as to inordinate issue, they will at once have the matter looked up and 
refuse to put their names on their notes. In that way the circulating 
notes of the smaller banks in the country would be directly supervised 
by the banks of larger capital in the cities. 

I observe that there has been some objection raised several times to 
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any idea of banks assuming a responsibility other than their own. It 
should be true that while banks are business concerns, they are not 
quite private concerns. They are so social in their character that 
society has a right — and the very fact that you are going to legislate 
upon them presumes that right — to insist that the business shall secure 
its own solvency, and that the Government shall not be called upon^ 
nor shall it call upon the Government. In that way will be obviated 
what is really the objectionable element, namely, the arbitrary regula- 
tions by which the whole banking capital must be held responsible to 
redeem the notes. 

Mr. Carlisle's idea of collecting a tax, and collecting it more and 
more to enable the Government to redeem the notes of solvent banks, 
seems to cover that. The Baltimore plan seems to suggest just the 5 
per cent, and then if there is not enough in this fund the Government 
shall foot the bill, so as to make the Government a part, and in some 
degree a sort of sponsor for the solvency of the banking system, which 
I think ought not to be the case. The banking capital of the Govern- 
ment ought to be responsible for the solvency of its own business, and 
it seems to me that if that were the case the very self-interest of the 
large capital interested would be such that through the interrelation 
of the central banks and redeeming agencies with the banks of issue — 
and the banks of issue, you know, are all country banks, not the city 
banks — the interrelation of the two will give them sumcient super- 
vision, knowing their responsibility, to stop wide of inflation, knowing^ 
that they will have to pay the penalty themselves if it goes too far* 

I think under this plan you will have at least the possibility of econ- 
omy in expenses, with no tax on tlie circ^ulation other than the business 
necessities of the working of the thing demand, just as is the case with 
the manufacturer in running his factory. If there is a penny to be 
saved anywhere by a new method to be ado])ted, then those who are 
running the factory have an interest in stopping the expense, and 
every such economy will tell, of course, upon the cheapness with which 
the money can be supplied and upon the rate of interest. 

Now, it seems to me there can really be no doubt about the fact that 
under such an arrangement the country bank could issue its notes at as 
low a rate of interest practically as the bank that simply loans its 
deposits, because it would loan its own notes, and it would loan them 
on the title to property in its own neighborhood and cancel them when 
they came in, so that the only cost to them would be the cost of run- 
ning the machinery; and the limit to the amount would be checked by 
the self-interest of those who have still more at stake than those below. 

Issuing only up to 50 per cent of your capital, when you could profit- 
ably loan twice that much, and having in addition to that 30 per cent 
on deposit of your circulation, is just adding to the cost of every dollar 
that goes out unnecessarily, and adding, therefore, necessarily to the 
interest that must be collected for the work done. 

There was one question asked yesterday morning, and I will antici- 
pate it now. Somebody said, Do you think the national banks would 
organize under a plan under which they were jointly held responsible 
for the circulation t I think it was Mr. Butler said he did not believe 
they would. He finally said he did not think there was any risk about 
it, but he would not advise his bank to do it. 

I also think Mr. Horace Wliite rather thought that the banks would 
not organize under it. Now, the attitude that I think we ought to take 
upon that is to say, '*Look here, banks, you get privileges over the 
community; we will make you organize under it, if you are going to 
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do this business at all; yoa can not simply a«k all the privileges and 
object to do tbat which is necessary to give efficiency to this system 
thronghout the country.^ If we are clear — and of coarse that is the 
first thing to fix— if we are clear that that would be an advantage to 
those who really need the money and that it would certainly give a 
better opportunity for profit in issuing money, if it is clear that that 
would be a more efficient and more strictly business-like method of 
banking than having a few banks that do not need to issue money at 
all, and who simply say, ^^We do not need to issue; we have dei>08it» 
enough, and we decline to come in,'' then let us simply say, "Gentlemen, 
you are in no such position, and we won't have any such nonsense about 
that; if you want to come in on the pure idea of getting all and lose noth- 
ing, stand all the chances but refuse responsibility, you must go into 
the railroad business or the shoe business or into the business of mak- 
ing steel rails." 

Mr. Johnson, of Ohio. Where you have no chance to lose? 

Mr. GUNTON. The money business is very strikingly a societary affair^ 
and therefore I should say I would tax, and although the constitution- 
ality of taxing banks may be disputed, we are doing it and seem to have 
the power to do it; and therefore I say I would put a tax of 10 percent 
on the circulation of all banks that refuse to come in. 

Mr. Warner. Eefuse to have any circulation! 

Mr. GxTNTON. Yes; and that ends that. I would put a tax of 1 per 
cent on their deposits and 1 per cent on their loans on their deposits. 
That would make them come in. 

Now^ I do not believe that there is anything illegitimate in that. I 
say if it is a scheme that is advantageous to the whole community and 
enables the small banks, the country banks, to really do a safe and 
elastic business, and can really discharge the Government in its rela< 
tions — and I think that is the most important feature of the whole 
thing to me, to get the Government out of the business — I would simply 
say to them: "You can not do a banking business unless you com 
into this affair;" and as to the State banks I would say just the same. 
I would not make a particle of difference; all banks should be under 
that general condition. 

Now, one other suggestion I have to make, and then I shall close. 
The suggestion that 1 have to make depends upon the qnestion of the 
gentleman who asked Mr. Dodsworth about silver. It is with reference 
to coin redemption and the use of silver in coin redemption. I believe 
that that is a part of the banking system. 

Mr. Sperry. I shall be glad to hear what you have to say on that. 

Mr. GuNTON. Since I am not a member of the committee, I believe I 
shall not be ruled out, Mr. Chairman, on tbat. Of course redemption 
should be in coin, silver and gold. 

Now, we ought, in any way we can, to give as liberal a use to silver as 
possible, consistent with safety again. Safety should be the first thing- 
in every movement, of course. 

After I received the letter of the chairman of this committee inviting 
me to come here, I wrote down a very rough minute or skeleton that 
I thought I would publish in our magazine, and would leave it in the 
hands of the committee so that tliey can do with it what they may 
desire. In that I have suggested this: That the banks should be per- 
mitted to use silver in coin redemption, and that they should be per- 
mitted to use silver at 10 per cent below bullion value. Now, gentle* 
men, I want to call your attention to this. There you have the privi- 
lege of issuing silver coin at 10 per cent below the bullion value, such 
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coin, of course, to bear the name and the number to be emitted by the 
Government, as all notes should be emitted by the Government; the num- 
ber of grains and fineness to be furnished, of course; and the name of 
the bank, and, to distinguish it from the standard coin, the word " fre-e ^ 
should be on; that such coin should be given iu redemption at the 
option of the holder; and that such silver coin should be redeemable 
in gold whenever required, in just the same way as the bills. 

Now, my idea is this: That it would give the banks 10 per cent 
advantage, and therefore furnish a motive for sending out silver. I 
believe that what we need is a motive for sending out silver, and then 
it will go out. If you will give capitalists a motive of a percent or two 
they will always work, and they won't work without it. They will let 
you drowu or starve; if they can't make a cent out of you they will 
desert you. 

Now, if it were said that that 10 per cent upon experiment might 
prove too much, I answer that it is merely the idea I want to suggest 
rather than the fixed amount; that tliis silver, of course, would be 
ultimately redeemable, and that the banks issuing it would be responsi- 
ble for its redemption in exactly the same way that they now redeem 
their notes, only instead of being all flat there is only 10 per cent of it. 

If silver should decline, of course it would come in for redemption; 
if it should not come in it will go into the pot; and if it goes into the pot 
we will make more from it. There is no trouble about it. If it comes 
back for redemption it will be redeemed in gold, and no matter how 
much it should decline the banks would only be where they were when 
they were not allowed to issue a dollar; and every dollar's worth of 
silver that can go out in that way as so much property gives so much 
freedom to the use of silver and has behind it just as strict a guarantee 
of safety, or protection, or security, whatever you like to call it, as the 
notes have. 

I do not pretend to have gone into it and worked out all the little 
prox>ortions and everything; nothing of the kind. I do not pretend to 
know just what, any more than I believe any of you know just what, 
the reserve of a bank should be; none of you know that; nothing of 
the kind. You do not know that any more than you knx>w just how 
many shoes you will have to issue, or ought to issue, in 1900, if you 
are shoemakers. Experience will have to determine that. I do not 
pretend to know where these particular lines should be drawn, but 
what I want to urge is that the general system of monetary affairs and 
banking should be reorganized on some confederated plan by which all 
the different points at issue should be integrated, one with the other, 
in some such general way as we have in our political Institutions; that 
the monetary institutions of the country should at least follow the 
general lines of our political institutions, with interdependence of the 
local upon the larger center, and the larger center upon the still larger 
center, so that in the last analysis, in the same way that the United 
States Government stands behind the freedom of every American, no 
matter where he is, the United States banking system should stand 
behind every note that circulates in the United States, wherever it is, 
and that it should be governed by judgment and experience, and the 
penalty paid by the losses of those engaged in the business, and not 
by the Government, and not by the note holders. 

Mr. Johnson, of Ohio. Your plan involves, first, the funding of the 
greenbacks? 

Mr. GuNTON. Yes. 

Mr. Johnson, of Ohio. And then you propose to turn over to the 
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banks, national and State, I presume from what you say, the power to 
organize and form themselves into a pool or trust, or whatever you 
choose to call itf 

Mr. GuNTON. Yes; call it the most objectionable name you can. 

Mr. Johnson, of Ohio. And except as to the question of printing the 
notes and prescribing some general rule as to how they shall be paid, 
the Government is to have absolutely nothing to do with itf 

Mr. GuNTON. That is it, Mr. Johnson, exactly. 

Mr. Johnson, of Ohio. Now, with reference to silver coin, you pro- 
pose, you say, tnat the customer is not required, on final redemption, to 
take it unless he wants it? 

Mr. GuNTON. He has to stand in the same relation to it that he does 
to his note. He can turn it in for redemption and get gold. 

Mr. Johnson, of Ohio. But must he, in the first place, take it if the 
bank offers it to him? 

Mr. GuNTON. No. 

Mr. Johnson, of Ohio. Then it is not a redemption; it is a mere bar- 
gain as to whether the man takes it or not. 

Mr. GuNTON. So it is with the note; it is not legal tender any more 
than a bank note. 

Mr. Johnson, of Ohio. But gold is. 

Mr. GuNTON. Yes; and gold is the only thing that is. 

Mr. Johnson, of Ohio. Do I understand you to describe the silver 
currency as wealth, consumable or otherwise? 

Mr. Gunton. Certainly it is wealth. 

Mr. Johnson, of Ohio. What kind of wealth is it? 

Mr. Gunton. Oh, it is productive wealth, of course. 

Mr. Johnson, of Ohio. Not consumable wealth? 

Mr. Gunton. No. 

Mr. Johnson, of Ohio. A bank note is what? 

Mr. Gunton. The same thing. 

Mr. Johnson, of Ohio. Productive wealth? 

Mr. Gunton. Certainly. 

Mr. Warner. Do 1 understand that you would have the large banks 
in each city prescribe, as it were, the amount of silver currency for the 
banks in the rural districts? 

Mr. Gunton. The redemption centers? 

Mr. Warner. Yes; it would depend upon their judgment as to how 
much the other banks should be allowed to issue. Is that your idea? 

Mr. Gunton. Yes; that is, that would be some check upon it, but 
not beyond the point of safety. 

Mr. Warner. You would have the few large banks at the centers 
deciding how much currency should be issued by the other banks of 
the country? 

Mr. Gunton. No; only in this sense, that their signatures are 
required on the notes issued by the smaller banks, which wcmld act in 
such a way as to absolutely inform the ofQcers of the larger banks how 
much the issue is, and give them an opportunity to look them up and 
keep a cautionary eye on them. 

Mr. Warner. You would leave them — the larger banks — to do]what 
they thought best ? 

Mr. Gunton. Yes; certainly. 

Mr. Warner. Have you any arrangement to keep[a bank alivejto-day 
when the silver is brought in? 

Mr. Gunton. No; no more than to keep it alive with reference to 
bank notes. 
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Mr. Wabneb. Suppose the price of silver should come down, as it 
has in the last ten years, would you keep the bank alive by redeeming 
the outstanding silver? 

Mr. GuNTON. No; the redemption of the silver would be carried on 
on the same basis as the redemption of paper. If a bank feels that its 
silver is a part of its assets as its notes would have to be paid, so 
silver would have to be paid in the same way. 

Mr. Wabneb. Then silver is the same as so many silver notes outf 
. Mr. GuNTON. Yes; only it is 10 per cent instead of 100 flat. 

Mr. Wabneb. They are silver notes instead of paper notes? 

Mr. GuNTON. If you like, only they have 90 cents' worth of wealth 
right in them. 

Mr. Wabneb. They are silver instead of paper. 

Mr. GuNTON. Yes; only they are not silver notes. 

Mr. Haugen. I understood you to say, at the conclusion of your 
remarks, that you wanted the Government to stand behind every note 
issued. 

Mr. GuNTON. Not the Government to stand behind at all. I said 
what I wanted was that the banking system should be organized on a 
somewhat dependent relation of the weakest to the strongest, as com- 
pared with our political institutions. I made that illustration simply 
that the United States Government is behind the free^lom of each indi- 
vidual citizen, and I said it should be behind all the banking capit^al 
in the same way. 

Mr. H AUGEN. But you would have no Government supervision ? 

Mr. GuNTON. Yes; I would. I think the supervision that is pro- 
vided for in the other bill. 

Mr. H AUGEN. Somewhat similar to the present supervision? 

Mr. GuNTON. Certainly. 1 do not think there is any neod of taking 
off a particle of supervision — that is, let the Government do all the 
policeman work in the thing, but not invest any money, not issue any 
notes. 

Mr. Brosius. I understand that your conception of a sound banking 
system is that it shall be in the nature of an organism? 

Mr. GuNTON. Yes. 

Mr. Bbosius. You use the words " societary institution." 

Mr. GuNTON. Yes. 

Mr. Brosius. I use the word organism to refer to that in which all the 
parts, good or bad, mutually and reciprocally support each other. 

Mr. GuNTON. Yes. 

Mr. Brosius. How would you start an organism of that kind, sup- 
posing you were at the beginning of the banking system, and you had 
but one bank! Could you apply just the same principles to a single 
bank that you do to an aggregation of banks which could not be your 
organism? 

Mr. GuNTON. Not to a single bank; a single bank would have the 
disadvantage in that a little misjudgnient oV a little fraud may circu 
late over such a small area that it may kill the unit. 

Mr. Brosius. Then your princi])le is only applic<ib1e after the organ- 
ism is fully developed and consists of an aggregation of parts which 
can mutually support each other? 

Mr. GuNTON. Yes; and the present banks will constitute the 
machinery for just that organization right away. 

Mr. Brosius. Then, it does not make any difference how many of 
these banks turn out badly, or how many rogues and rascals they are 
composed of, as long as there is enough of soundness in the entire organ- 



Digiti 



zedbyLjOOgle 



NATIONAL CURRENCY AND BANKING SYSTEM. 223 

ism, in the aggregation of parts, to meet all the losses perpetrated by 
any number of parts your system stands, does it not? 

Mr. GuNTON. Certainly; only it does make some difference how many 
rotten ones there are, because the larger the number of bad ones the 
]K)orer will be the whole aggregation and the more the whole will have to 
suffer; and therefore that will be an incentive to scrutiny and care all 
the way down to see that there shall not be so many rogues. 

Following is Mr. Guntou's proposed bill, referred to in the foregoing 
statement: 

BILL RELATING TO BANKING AND CURRENCY. 

TITLE: *'ToretfTe the Govemineiit's oonintoreitt payins debt, to federalise and unify the note- 
jsenini; banks of the United States, to create a national uhvaX institution for insuring coin redemp- 
tion on notes passing as money and to promote the free coinage of silver. 

Bf it enacted, etc, 1. That from and after the first day of March, eighteen handred 
and ninety-five, no note of the United States shall be leg^l tender in payment of 
any debt, public or private, but that all debts, pnblic and private, shall be there- 
after paid in gold ociin for all sams in excess of five dollars, and in silver coin for 
those below five dollars. 

2. Until March first, eighteen hundred and ninety-five, legal-tender notes shall be 
fhndable at par in sums of one hundred dollars and upward in multiples of one 
hundred dollars into United States interminable bonds bearing three per centum 
interest per annum, whioh the Secretary is hereby authorized to issue, for that pur- 
pose only, in the sum (of three hundred and forty-six million dollars) corresponding 
in amount to the sum of legtU-tender notes outstanding; and national-bank notes 
shall be fundable at par into bank notes authorized by this act. 

3. An annual Federal tax of ten per centum shall be collected by the collectors ot 
internal revenue on circulating notes issued by any banker or bank, and an annual 
tax of one-fonrth of one per centum on all deposits of any bank, and a further annual 
tax of one-fonrth of one per centum on all loans made and commercial paper bought 
by any bank which shall fail to organize as a branch of the Federal Union of Asso- 
eiate<l Banks of the United States nHrein provideil for. 

4. The Federal Union of Associated Banks shall consist of four grades of institu- 
tions for banking, namely, local, metropolitan, State and a bank of the American 
onion. Local banks shall consist of such as have a capital of not less than fifty thou- 
sand dollars nor more than two hundred and 6fty thousand dollars, but every local 
bank shall be a branch of some metronolitan bank. Metropolitiin banks shall con- 
sist of such as have a cnpital of not less than two hundred and fifty thousand dol- 
lars, but every metropolitan bank shall be a bninoh either ot some State bank or ot 
the bank of the American Union. A State bank shall have a capital of one million 
i&ve hundrexl thousand dollars or more, and shall be a branch of the bank of the 
American Union. 

The Bank of the American Union shall have a capital of one hundred million dol- 
lars, of which one-fifth sliall be paiil in gold coin and fonr-fifths in national bonds 
of the United StatcH at par, in British coiiMolsat par, or in bonds of American cities 
having more than one million population, and shiill be composed of such metropoli- 
tan and State banks as shall l>ecome stockholtlers in it and shall be refireHented in 
its board of directorn, and of such otlit^r pcrnons and corporations, public or private, 
as shall subscribe to its Hto«'k. It shall be the chief depository of the (lovernraent 
inone> s. But so far us (jovernnient convenience may require other depositories they 
]na> be the State and the metropolitan banks. 

5. Eai'h branch bunk shall liecnnie a member of the bank next above it in grade 
by investing one-fifth of its capital in the stock of Huch bank of higher srade, and 
its prtwident shall i»e entitled to be one director therein : Provided^ That all the stocks 
faehl by branch banks in any bank of higher graile shall not excee«l a third of the 
total stock of such hi«;IiiT bank and shall be abated in the degree required to keep 
the aggregate at one third, and every b:ink of higher grade shall siibscrilie for and 
own reciprocally a block of stock in the hank of lowur grade equal in par value to 
the sto«'k which the latter owns In the former. 

6. A third of the direct4»rs of the Bank of the American Union shall be presidents 
of the .State and of the metropolitan baiikn. 

7. The Hank of the .Viiim'icaii Union shall reileem, in coin, the notes of all State, 
metropolitan, and local liankK, and each bank of higher grade nhall redeem, in. coin, 
on demand, all norcKof lower ImokH, which are its branches. To protect each in Huch 
work of redemption it may retpiire its liranch bank to maintain with it a Hatinfac- 
tory deposit, ami on failure of HUch lower bank to protect such woik of redemptitm 
the prcMM^cn ting bank may have a receiver ai>poin ted tborrfor by the Ke<leral court 
and press its claim for reimbursement in coin for past re<lehiptious to liquidation 
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and the dissolution of such delinquent. But this right is not to preclude any noce 
holder or the Comptroller of the Currency from employing the like remedy. 

8. AH customs duties shall he paid in gold only, hut iuternal-reireuue taxes shall 
he receivahle in hank uotes of solvent hanks. 

9. All acts and parts of acts providing for hond security for note reilemption are 
herehy repealed; hut the visitatorial power of the Comptroller of the Currency, heie- 
tofore exercised under the national- banking law, is continued as to notes designed 
to circulate as currency under this act. In States which authorize a State hanging 
department, such department shall he deemed and assumed to have concurrent juris- 
diction with the Comptroller of tlie Currency in all that relates to the in vestments 
and securities which constitute the capital stock of the hanks located in such State, 
and the deposits, loans, discounts, rates of in t< rest, and liahilities to depositors in 
the same. 

10. When three hundred and forty-six million dollars of the aforesaid interminahle 
honds shall have heen purchased by the associated hanks of the United States, and 
one hundred million dollars of capital in the Bank of the American Union shall 
have heen subscribed by existing hanks, or by hanks organized to avail themselves 
of this act, and when all the Governmeut notes presented to the Federal Union of 
Associated Banks for substitution by their own hank notes shall have heen surren- 
dered to the Treasury of the United States to he canceled, and the hanks authorized 
hy this act shall have issued their own hank notes in lien thereof^ the Comptroller 
of the Currency shall issue a circular letter declaring the system of associated hank- 
ing herein provided for to he in full operation, and thereupon all bonds and securi- 
ties heretofore deposited with such Comptroller to secure the redemption of national- 
hank notes in coin shall he returned to the respective hanks owning them, and the 
notes thereupon issued hy such hanks, so far as the same have l^n returned to 
them, shall he surrendered to the Comptroller and destroyed. 

11. Each State, metropolitan, and local hank organizing under this act shall be 
deemed ready to issue notes under the same when it shall have porchased and 
deposited with the Comptroller of the Currency for cancellation a sum in legal- 
tender notes hearing the same proportion to the volume of legal tenders now issued 
as the capital of such hank hears to the total capital of all the hanks required or 
designed to he confederated under this system, to he certified by the Comptroller of 
the Currency ; and shall be ready to receive and loan deposits under the same when 
hoth the Comptroller of the CuiTencv and the chief otHcer of the State bankinj^ 
department of the State in which such hank is located shall certify that it has paid 
in and invested in securities satisfactory to both such departments tlie capital on 
which it proposes to he based, pursuant to the laws of such State relative to the 
investment of securities constituting the capital. 

12. The Bank of the American Union shall have power to deal in foreign exchange, 
to issue drafts to and receive deposits from residents and governments of foreign conn- 
tries, and to establish branches andoftlcesiu foreign ports, with capital of their own, 
of which a part shall he subscribed hy the resident hanks and merchants of the 
countries in which such foreign branches shall he located or with which they do 
business. 

13. The Government of the United States, through its Comptroller of the Currency,, 
shall have charge of the printing and distribution of all hank notes to he issued 
under this system, and its Comptroller of the Currency shall deliver the notes at a 
cost to he determined hy the cost of engraving only, to the officers of all hanks, witb 
pro]per spaces prepared for the signatures of at least two of the officers of the hank 
issuing it, and of one officer of the higher grade of hanks of which it is a branch, all 
of whom shall sign it before it shall become the note of the hank ; and shall report 
such signing on the same day, with the denominations and quantities of notes 
signed, to the Comptroller of the Currency. 

14. The Comptroller of the Currency shall puhlish daily and be prepared to respond 
hy telegraph momently during business hours of each day to anv inquiries from any 
hank as to the volume' of duly signed notes issued to any other hank for loaning. 

15. The bank notes authorized hy this act shall he of different basic colors calcu- 
lated to distinguish at sight, whether the note is issu*^ hy the Bank of the American 
Union or hy some State, metropolitan, or local hank, to wit: 

The basic color of the notes of the Bank of the American Union shaU he gold or 
yellow. 

The basic color of the notes of State hanks shall he pale green. 

The basic color of the notes of metropolitan hanks shall he pink, violet, or purple. 

The basic color of the notes of local banks shall he silver or white. 

Every note so issued shall he the promise of the hank issuing it to pay the sum 
of * dollars, in coin of gold or silver, according to its denomination, to the 

hearer on demand — to he printed in clear and conspicuous language, unohscured hy 
ornament. 

16. All silver coin, which shall he hereafter issuable hy the United States mints 
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at the option of any bank which is the holder of eilver bullion, shall have stamped 
uptin it^ at the cost and with the mechanism furnished or paid for by such bank, the 
name of the bank which procures its coinage and the number of grains of standard 
silTer (assayed by the mint) which it contains. 

17. Every such coin, whether dollar, haK dollar, quarter, or dime, shall be dis- 
tinguished from the present standard and subsidiary coin, of which it is the freely 
coined counterpart by the legal designation " Iree/' while the present coinage shall 
retain its designation *' standard" or^' subsidiary, '^ as the fact may be. 

18. Every free silver dollar shall contain ninety per cent of the qoantity of silver 
bullion, as nearly as may be, which the standard j^old dollar would buy in open 
market on the day of its issue, and subsidiary coins m the same proportion. 

19. Every bank issuing free silver coins shall be held to redeem the free silver 
coin bearing its imprint in gold coin when presented in sums of live dollars and 
upward. 

20. Any bank issuing notes of denominations less than five dollars may redeem 
them in free silver coins when presented for redemption in sums not exceeding five 
dollars. 

Mr. Walker. If this gentleman has finished and Mr. Both well can 
come to-morrow morning, I shall move that we adjourn. 

The Ghaibman. That is a matter for the committee to determine. 

Mr. Walker. I move that the committee adjourn. I understand 
that he can come just as well to-morrow morning. 

Mr. RoTHWELL. I will be in town to-morrow and I can come to-morrow. 

The Chairman put the question upon Mr. Walker's motion, and 
declared that the noes seemed to have it. 

Mr. Walkeb. I call for the yeas and nays. 

The yeas and nays were ordered, and upon being taken resulted — 
yeas 6, nays 7, as follows: 

Teas — Hall, Walker, Brosius, Russell, Haugen, Johnson of Indiana* 

Nays — Springer, Sperry, Gox, Cobb of Missouri, Warner, Johnson 
of Ohio, Black. 

So the motion to iidjourn was rejected. 

STATEMENT OF EIGHAED P. EOTHWELL. 

Mr. Richard P. Rothwell appeared before* the committee and made 
the following statement: 

The Chairman. You may please state your occupation. 

Mr. Rothwell. I am mining engineer, and editor of the Engineer- 
ing and Mining Journal, ^ew York. 

1 desire to call the attention of the committee to a few points which 
seem to me to be important in the propositions that have been made 
in the Baltimore plan and in Secretary Carlisle's proposed bill, and 
which may not have attracted much attention. I do not wish to go 
into the details which are properly the function of bankers, and to be 
considered by them from their experience, for I am not a banker, but I 
am simply a student of finance and a business man. 

The first point that I want to make in regard to the plan of Secretary 
Carlisle is that it is a measure of large inflation. I have jotted down a 
few notes here that I will give as explanatory. 

OUB PAPER MONEY REDUNDANT. 

The cause of the persistent gold exports draining the gold reserve is 
redundance in the volume of paper money. 

The criterion of the state of the paper currency is the character of 
the customs payments at the port of New York. 

The force of financial gravitation attracts any surplus of funds from 

NAT OUB 15 

Digitized by VjOOQ IC 



226 Ni^TIONAL CUKRENCY AND BANKING SYSTEM. 

tbe interior to tlie banks of New York. Ever since specie payment^s 
were resumed, January 1, 1879, the New York banks have uia<le cus- 
toms ])ayments in the form of money they held in superabundance. ' 
Consequently, when their curren(*y holdings are unduly large, cnstoius 
payments are made in paper, and, since our people prefer paper to gold 
in general use, when business calls for the use of all the paper, tbe 
customs duties are paid in gold. 

For the four years immediately preceding the passage of the Sherman 
Act, in July, 1890, the issues of paper money under the Bland Act of 
1878, minimized, as they were by continuous contraction of the national- 
bank note circulation, were well within the demands of the country for 
paper money. The result was that more than 80 i)er cent of the cus- 
toms duties at New York were paid in gold. In the fiscal year ending 
June 30, 1890, the proportion of gold in the customs receipts ranged 
between 85.7 per cent in July, 1889, and 95.8 per cent in March, 1890. 

Mr. Walker. Is it his position that paper is preferred to gold by 
the people! 

Mr. KoTHWELL. In general use, where the two kinds are inter- 
changeable. 

The gold revenue thus received protected the Treasury gold reserve, 
which rose from $186,711,500 on June 30, 1889, to $190,23:i,405 on June 
30, 1890 During these four years paper money was, in fact, more valu- 
able to the banks than gold, as they ]uiid out the gold to the Govern- 
ment and retained the currency for the use of their customers. 

The operation of the Sherman Act quickly brought about a reversal 
of this condition. The percentage of gold in the customs declined at 
once. The way the notes were rejected from the channels of circulation 
is well illustrated by the following statement of customs receipts at New 
York in the month of August, 1890, 1891, and 1892: 



oi goio. ^^^ note*. 



1890. 
189L. 
1892. 



01.8 


3.5 


12.8 , 


31.5 


12.1 i 

1 


51.0 



It will be seen that the issues of notes under the Sherman Act were 
larger than the country could absorb in the channels of circulation with 
the result that they displaced gold as the medium of customs pay- 
ments. 

As the Sherman Act made the currency redundant and inspired appre- 
hensions as to our ability to maintain gold payments, the effect was to 
encourage exports of gold. 

NET EXPORTS OP GOLD. 

Years ending June 30 — 

1891 ' $68,130,087 

1892 495,873 

1893 87,5045,463 

156,132,423 
Sherman Act notes outtttanding June 30, 1893 146, 34L, 386 

It will be noticcil that the country's loss in gold was substantially 
the amount of the issues under the Sherman law. 

As the gold had disappeared from the customs receipts the weight 
of the export movement fell upon the Treasury gold reserve, which 
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declined from $190,232,405 on June 30, 1890, to $95,485,414 on June 
30, 1893. 

The Sherman Act was repealed and inflation of the currency stopped, 
bat the phenomena which preceded the repeal — that is to say, payment 
of customs duties in paper instead of gold and exports of that metal — 
exist to-day simply because the contraction in business resulting from 
the panic and the foreign doubts about the wisdom of our financial 
IK>licy has lessened the demand for currency, leaving the volume still 
redundant. 

The remedy is to retire the superfluity. If this were done customs 
duties would again be paid in gold, and in all probability gold exports 
would be within very moderate limits, if they would not cease entirely. 

INFLATION UNDEE THE PBOPOSBD PLAN. 

The possibilities of immediate inflation under Mr. Carlisle's currency 
plan can be judged from the reports of the national banks to the Comp- 
troller, October 2, 1894. 

CUURRNT LIABILITIES OF BANKS. 

Dae to depositors $1,742,000,000 

Due to banks 527,000,000 

Other ' -.. 30,000,000 

$2,299,000,000 

CASH HOLDINGS. 

Gold coin and certificates 197,000,000 

Silver coin and certificates 40, 000, 000 

Legals 166,000,000 

403,000.000 
National bank notes 19,000,000 

422,000,000 

Thus the cash holdings were 18.4 per cent of the current liabilities. 

As Mr. Carlisle proposes to abolish the compulsory reserve against 
deposits 25 per cent, the whole of this 422 millions of cash holdings 
will be legally released, except a sum equal to 30 per cent upon the new 
circulation. 

The capital stock of the existing national banks aggregates 669 
millions. jjUfia 

The scheme] will permit the issue of 75 per cent thereof, being 501 
million of notes upon deposit of 30 per cent of these, or 150 millions in 
legal tenders. 

POSSIBILITY OF SYSTEM WITH EXISTING BANKS. 

INCUKASE OF CIRCULATION BY NATIONAL BANKS. 

Bank notes authorized $501, 000, 000 

Af»umiu(^ no reaerve were held by the national banks, 
deduct : 

National-bank notes to-day $172, 000, 000 

"" 30 per cent guarantee fund in legal tenders 150, 000, 000 

"" 322,000,000 

Possible net indation '. 179,000,000 
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It is fair to assume tiiat the banks will use their own notes to meet 
their depositors' calls, holding specie and legal tenders sufficient only 
for current redemptions. 

The business of the country centers in the banks, enabling them to 
dictate the character of the circulating medium in daily use. Self- 
interest will induce them to keep their own notes out, sending the 
Ooveinment paper to its creator through the custom-house and sub- 
treasury. As the channels of circulation are already full to overflow- 
ing, it would be only as the Government paper was forced out of 
circulation by the banks that the new bank notes would iind room to 
circulate and the banks begin to profit. 

The helpless condition of the Treasury under these circumstances is 
apparent. 

LEGAL TENDERS OUTSTANDING SEPTEMBER 30, 1894. 

Greenbacks $346,681,016 

Sherman Act notes 151,609,267 

598,290,283 
Deduct possible deposits in gaai*anty fund (say) 150, 000, 000 

In Treasury and afloat 448,290,283 

Mr. Johnson, of Indiana. That is, you mean after deducting that 
which Mr. Carlisle provides! 

Mr. EoTHWELL. Yes; assuming that the circulation is taken out by 
the national banks, not State banks, it would deposit $150,000,000 in 
the Treasury for the security of the circulation of the national banks 
and would leave $448,000,000 of Government paper afloat. 

The possible inflation of national-bank circulation being 179,000,000, 
the probability is that a large part of these 448,000,000 of legal 
tenders would in time be forced back into the Treasury, making their 
cancellation imperative. 

The 166,000,000 of legals now held by the national banks will permit 
the issue immediately of the maximum of authorized circulation. 

The foregoing covers only the national banks, while Mr. Carlisle con- 
templates in addition the issue of notes by State banks. 

The "Baltimore plan," if similarly analyzed, will be found to be like 
wise currency expansion measures, and this at a time when each dol- 
lar of new paper money must disj^lace a dollar of the existing Govern- 
ment paper. 

• To make either system successful the legal tenders must get out of 
the way. 

THE FIELD FOR THE SILVER CERTIFICATE. 

Mr. Carlisle provides that no national-bank note shall be of less 
denomination than $10. If this limitation be also placed on State- 
bank issues, the field for the silver certificate will be quite broad 
enough. 

silver certificates outstanding September 30, 1894 $339, 676, 504 

Small denominations of paper money : 

One-dollar $39,988,823 

Two-dollar 28,966,529 

Five-dollar 249,164,409 

317,119,461 

Excess 22,457,143 
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These 22j millions are a very moderate sum that a few years of pros- 
X^erity will enable the coontry to absorb, and, once absorbed, would 
thereafter be always retained in circulation. 

The question that arises from this showing: is that the banks, under 
the Baltimore plan, or under Secretary Carlisle's plan, will have an 
inducement to issue their own notes and keep their own notes in circu- 
lation. Otherwise they would gain nothing, if they have no circulation 
of their own notes. In order to keep them out they will necessarily 
force the Government paper in. At present there is a superabundance 
of paper. That is the reason gold has gone out and that we get no 
gold through the custom-house. The amount of gold is down now to a 
mere nominal sum, it Is all paper that is coming in, and as long as the 
business of the community does not require so much money as we now 
have afloat that condition of affairs will continue. The gold will not 
be deposited, it will be exported, owing largely to the fears of the for- 
eigners that we are going to lose our standard currency and to fears 
of our general financial schemes, and owing also to the fact that the 
banks will take in what they deem of least value. 

The Treasury is in this position: That it is authorizing an inflation, 
when it« troubles are already due to a superabundance of paper money, 
and it will either have to make provision in the law allowing banks to 
issue circulating notes, a provision that would oblige the banks to 
keep the Government paper out right away — if such a provision can be 
put in the law — that will oblige the banks to keep Government paper 
out, which at the present time would mean that they rould not issue 
any of their own ; or the Government must fund its paper before the 
banks can issue any circulating notes^at the present time. There does 
not appesir to be any way around it; and, judging from the present 
condition of things, the surest index which we have of that is the 
receipts at the custom-house. 

There is, of course, the very important question to my mind as to 
the ultimate redemption of notes. The Government is bound to redeem 
its notes in gold. We all know that. The banks would have to redeem 
their notes in gold, either directly or by some roundabout process — bet- 
ter directly — otherwise their notes will be at a disadvantage as com- 
pared with Government notes, and they could not get them out until 
the business of the country grew up to a requirement for a circulating 
medium better than now exists and which would absorb this super- 
abundance of money that we now have. 

Mr. Johnson, of Indiana. That is the difference between 7a per cent 
and 30 per cent? 

Mr. RoTHWELL. Yes; that difference is inflation. 

Mr. Johnson, of Indiana. The point you make is that there is no 
necessity, no use for that money ! 

Mr. EoTHWELL. There is no use for it now. rai)er money is lying 
idle now, and we have too much for the condition of our business. If 
business increased and improved we would use the notes that we have, 
and gold would come into the Treasury through the custom-house. 
But as long as gold is not coming in there, it is an absolute demonstra- 
tion that there is more paper than we require in business; and every 
bank in New York will tell you the same thing, that they are loaded 
down with paper that they can not use. This measure would simply 
add to that, and add to the difficulties of the Treasury, provided this 
money that is proposed to be issued were secured in such a way that 
it would be equally good with Government money. I take it that the 
law would require such conditions for security, and that the money 
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that the hanks would be authorized to issue would be as safe money as 
Government money. In that condition it would aggravate the condi- 
tion of the Treasury. It would oblige the Treasury to redeem its own 
paper by loans unless it could force the banks issuing to give prece- 
dence, and then the banks would have to wait for their own circulation 
until the banks of the country grew up to the amount of money we have. 

The question of the ultimate redemption in gold is becoming a more 
and more serious question, for the demand for gold is constantly 
increasing, and it is harder and harder to get. 

Mr, Walker. I understand, then, that you come to this conclusion: 
That the effect of Mr. Carlisle's scheme, if it works, would be to force 
the Treasury notes and the legal-tender notes back on the Treasury for 
redemption, and that it would require the selling of more and more 
bonds to meet the demand. 

Mr. RoTHWELL. It certainly will if the bank notes can be made 
equal in value as security; that is, if the people would take them, for it 
is to the interest of a bank to force its own notes into circulation and to 
send home for redemption the notes of everybody else, and primarily, 
the Government notes would be sent in for redemption. 
• There is one question I desire to refer to, and that is the ability to 
get gold with which to redeem. 

Mr. Black. Let us hear you on that. 

Mr. RoTHWELL. I do not think that it would be possible for the 
Government to-day to get enough gold to redeem all its outstanding 
notes. The demand for gold is increasing all over the world. Since 
the condition amounting to full legal tender silver has been discon- 
tinued, the demand for gold has grown and there has been a constantly 
increasing demand for it. It is true that the increasing demand and 
the appreciation it has brought have induced a great many to go into 
the business of gold mining, and that the production of gold is increas- 
ing because the value of gold is greater than it was. But there is not 
nearly enough increase in the production of gold, when counted up for 
a long time, to compensate for the destruction of so much of the money 
as was represented by silver when there was a concurrent use of silver 
and gold. 

On the question of the ultimate redemption of our Government obli- 
gations, our paper, our notes, as to what can be paid, if we go to work 
to increase this demand, that has already appreciated the value of 
gold, by asking for two or three hundred millions more of it, there is 
no saying where the value of gold will go to. That means that every- 
thing else which is now measured by gold as a sole standard will 
de])reciate, and you can have no general prosperity on a constantly 
falling market. 

Mr. Walker. I submit that this question is not on the question 
before us, 

Mr. Ellis. He is talking very sensibly. 

Mr. RoTHWELL. It is a question of the ultimate redemption of our 
notes. What are we going to redeem them in! 

The Chairman. The Chair thinks the gentleman is in the line of the 
statements of the gentlemen who have heretofore spoken to us. 

Mr. RoTHAVELL. The question then is as to the rehabilitation of 
silver. I am a bimetallist; I am not a free-coinage advocate. By 
bimetallism I mean the full interchangeability of the metals. A con- 
current circulation of the two metals can only be secured by an inter- 
national agreement among the principal nations, which would afford a 
market under that agreement for all the silver and all the gold that 
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might be offered, at whatever ratio that may be agreed upon among 
themselves. 

This question, of course, brings up the question of bimetallism, 
which may not be within the domain of your commission, but the ques- 
tion of the ultimate redemption of ])aper circulation is. 

As I have said, I believe in bimetallism, because it is the only means 
that we have of checking the appreciation of the standard of measure- 
ment;. But I am thoroughly convinced that bimetallism can not be 
secured in any other way tlian by international cooperation, with a 
ratio to be adopted. 

My own suggestion has been to make the ratio flexible, to put it 
under the control of such a commission as would necessarily have to be 
brought together under an international agreement — call it the inter- 
national monetary clearing-house — and put the control of the ratio 
between the metals in the hands of this commission, which would from 
time to time, and slowly and by small degrees, so adapt the ratio to 
the conditions of production as would regulate production; for it is 
certain that the metal that it pays people the best to produce, people 
are going to produce most of; and that is, if the value of gold is increas- 
ing, the people will go into producing gold, and that is why we see 
more gold coming out now. 

As to the value of silver now, there is no market for it. Its price 
has gone down so much that the production has enormouvsly decreased. 
By regulating the ratio you could bring about an absolute stability of 
production. If there were ultimately too much of one metal produced 
to make it possible in the future to redeem it by the other, by chang- 
ing the ratio somewhat, a very little of production would change it, and 
the more abundant would become less abundant, and the less abund- 
ant would become more abundant. So that the control of the ratio la 
an absolute condition of permanent bimetallism, and with that per- 
manent bimetallism I do not see how we are going to redeem our notes, 
or how we are going to have a prosperous future with a constantly 
decreamng value for everything we produce. 

Mr. Walker. You understand that bank notes have a practically 
instant redemption to-day, so that a bank knows exactly what to do 
with its bank notes. They are redeemed by the Government, if not 
redeemed by the bank that issued them. That practically displaces 
them from circulation. 

Mr. KoTHWELL. As long as the Government has something to 
redeem them with. 

Mr. Walker. That is not my point. The present law requires the 
bank to have something with which to redeem them, so that is no 
answer to the question. The point is that bank, notes to-day have an 
instant redemption out of the redemption fund that the bank keeps 
here at the seat of Government. 

Mr. KoTHWELL. Yes. 

Mr. Walker, Your next proposition is that the Government notes, 
the greenbacks and the Treasury notes, have but one redemption, and 
that is gold, and then the banker can do nothing practically with that 
gold but ship it abroad, because the banks all have as much gold as 
they want! 

Mr. RoTHWELL. I do not know that, sir. They can not ship it 
abroad until it is wanted there. 

Mr. Walker. They will not take it out of the Treasury until it is 
wanted abroad, because they had as lief hold Government notes upon 
which they can get the gold ultimately? 
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Mr. ROTHWELL. But if a superabuudance of notes are offered tliey 
will certainly redeem some of them. I do not hear any of the banks 
complaining of any excess of gold. 

Mr. Walker. You do not quite apprehend my question. There is a 
legal and compulsory redemption of bank notes, if there is any redun- 
dancy those notes may come back to the bank of issue, and if their 
customers are willing to take notes rather than to draw out their secu- 
rities ii'om the banks on checks, then the bank can use those notes 
again. If the customers do not want those notes, they have got to lie 
idle in the bank, and that is retirement. That is clear, is it not! 

Mr. RoTHWELL. Yes. 

Mr. Walker. But if a bank has either the silver certificates, gold 
certificates, or currency certificates, the only thing it can do with them 
is to send them down here to the seat of government, and as long as 
there is no advantage to them in that they can not ship abroad the 
silver dollars; they are limited to the gold, because they can seU the 
gold the world over. That is true, is it not! 

Mr. Rothwell. The Government can reissue them. 

Mr. Walker. I am not talking about what the Government can do. 
When banks find that they have more money than they know what 
to do with, the tendency is to get gold, because that has a price the 
world, over and that increases the embarrassment of the Treasury by 
every dollar of currency that is issued. 

Mr. Rothwell. Exactly. 

Mr. Walker. So that the Carlisle scheme, or any other scheme that 
increases circulation without providing for some method of retirement 
of the certificates, creates the difficulty under which silver labors! 

Mr. Rothwell. Yes, sir ; so long as the business of the country does 
not require the circulation, that is true. 

Mr. Johnson, of Indiana. If the banks could use the 30 per cent 
they could just as well use any circulation of bank notes that are issued 
to that extent? 

Mr. Rothwell. Yes; it would allow them to put those out, and they 
would come back to the Treasury. 

Mr. Johnson, of Indiana. My point is, with reference to your state- 
ment, that there would be an excessive issue of notes, far beyond the 
needs of the community at this time. You state, the margin between 
75 per cent and 30 per cent would be inflation of currency. 

Mr. Rothwell. Yes. 

Mr. Johnson, of Indiana. That would lie idle in the vaults of the 
banks until the expanding business required it; it would not cost them 
anything in the meantime to keep it, would it! 

Mr. Rothwell. I assume they would keep it, and force tlie Govern- 
ment to hoard it. 

Mr. Johnson, of Indiana. You said they could not use it because of 
the lack of business requirements. 

Mr. Rothwell. It would take the place of Government money that 
is now doing business. 

Mr. Johnson, of Indiana. It would more than take the place, would 
it not! 

Mr. Rothwell. So much of it would ; an equal amount of it would 
take the ]>lace of the Government money. 

Mr. Johnson, of Indiana. You mean in the business of the country? 

Mr. Rothwell. Yes. 

Mr. Johnson, of Indiana. And the margin would lie idle until called 
for by business needs ? 
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Mr. RoTHWELL. Yes. It is to the interest of the bank to get its own 
money out, and if the businessof the country does not require any more 
money than is now existing, something will have to come in when it 
goes out, and it is the Government money tliat will come in. 

Mr. Russell. It will come back for redemption ! 

Mr. RoTHWELL. It will come back for redemption. 

Mr. Sperry. By what process of reasoning do you arrive at the con- 
clusion that gold has appreciated! 

Mr. ROTHWELL. As measured by the average values of commodities. 
It is true that this is a very complicated (juestion, for the values of 
commodities depend largely upon other things as well. But statisti- 
cians who have tabulated these matters have come to that conclusion. 
Take our own Aldrich report, and you will see in that the average values 
of commodities. Take the Sauerbach's Index of Values Abroad, and 
you will find that there has been a steady appreciation in the value of 
gold ; that it has bought more and more of everything. Take the value 
of the amount of reduction in cost, and there still remains a quantity 
which is attributed to appreciation in gold. The fact that i)eople can 
get more for their gold is, I assume, the principal reason why people 
have gone into the business of gold mining more than they did some- 
time ago. 

Mr. 8PERRY. What period of time would you put as the time in 
which gold has appreciated! 

Mr. ROTHWELL. As a commencement of this appreciation ! 

Mr. Sperry. Yes. 

Mr. RoTHWELL. It has been going on for some years. It has been 
going on since the curtailment of the use of silver as money of equal 
redemption. The demand for silver has declined since 1872 or there- 
abouts — since the Germans began to unload their silver. That has 
lessened the demand for silver, and increased the demand for gold. 

Mr. Sperry. J)o you understand that wages, for instance, have 
declined since! 

Mr. ROTHWELL. No; they have increased. They are an exception 
to to all the other commodities. 

Mr. Sperry. Then, in exchange for labor, gold has depreciated, has 
it not! 

31r. RoTHWELL. Yes, as to labor. Labor is not the only one, but it 
is almost the only one, of a very long list of commodities. 

Mr. Sperry. Are there any articles in the line which you have in 
your mind, the reduced i)rice of which couhl not be sufficiently accounted 
for by other things than by the appreciation of gold! 

Mr. RoTHWELL. Yes; articles of manufacture — all kinds of manu- 
facture. They have i)retty generally gone down. 

Mr. Sperry. As processes of production have cheapened t 

Mr. RoTHWBLL. Yes. 

Mr. Sperry. Does that account, in your judgment, for the deprecia- 
tion? 

Mr. RoTHWELL. No; the improvement in manufacture and the les- 
sened cost to them would account for part of the depreciation in the 
gold value of the commodities, but uot for all. 

Mr. Sperry. Take our great staples, cotton and whesit. Do you 
regard the price of them as due to the apiueciation in the value of gold! 

Mr. RoTHWELL. No; I do not. It is very possible that the appre- 
ciation in gold has its part in it, but the improvement in the means of 
transportation have had more to do with it than anything else. 

Mr. Sperry. Take cotton, for instance, which,! suppose, during the 



Digiti 



zedbyLjOOgle 



234 NATIONAL CURRENCY AND BANKING SYSTEM. 

last three or four years has fallen perhaps 25 per cent in value, and even 
more than that. 

Mr. liOTHWELL. Yes. 

Mr. Spebry. Do you imagine that gold has appreciated 25 per cent 
in the last ten years? 

Mr. EoTnWELL. No; I do not for a moment suppose that the appre- 
ciation of gold measures the value of the de])reciation of any kind of 
commodities. 

Mr. Spebry. If gold, in your judgment, has appreciated in value, 
how do you account for the fact that the earning capacity of gold^ 
measured by interest, has depreciated, so to speak f A gold loan would 
be perhaps much cheaper than ever before. If gold has appreciated, 
how is it that its earning capacity has depreciated! 

Mr. lioTHWELL. Under uniform conditions, not always clear, the 
question of outside conditions comes in there, just as it does in the value 
of commodities. 

Mr. Spebry% But if you confine your thought to gold alone in a 
series of years, I can not imagine any outside conditions that enter 
into the question. Take all the loans of different nations of twenty- 
years past, and the earning capacity. of gold has been declining, has it 
not? 

Mr. lloTHWELL. That has been largely due to the greater stabili^ 
of Governments and the more certainty there is in their repaying their 
loans. 

Mr. Spebry. I mean the interest-earning capacity. 

Mr. Kothwell. The interest is lessening, because you have a 
greater certainty of getting your money back than you formerly had. 

Mr. Warner. And there is less insurance! 

Mr. Rothwell. Yes. When you tabulate a whole series of articles 
you will find, after making proper allowance for all the elements, so 
far as we can measure them, that there still remains a certain amount 
of depreciation in the value of other things that is due to apprecia- 
tion in gold; at least we know no other reason; and the practical 
proof of it is that everybody is going into gold mining. Why! Not, 
certainly, because gold is not worth any more than it was, but 
because it pays them better to go into it. It is worth more. You can 
buy more with it. 

Mr. Sperry. That has occurred within the last year, I suppose! 

Mr. Rothwell. No; it has been going on for a great many years. 
The increase of investment and the increase in output have been going 
on for a number of years, but the increase of investment and searching 
for mines has been going on. Take the great house of the Rothschilds; 
for years they have been investing in gold mines, but they do not 
invest in silver mines. 

Mr. Sperry. If gold is appreciating and growing scarce, relative to 
the demand 

Mr. Rothwell. It is growing relatively scarcer, but the output ia 
increasing irom year to year, and therefore it is absolutely increasing 
in quantity. But it is, relatively, compared with the duty that is put 
upon it, decreasing. 

Mr. Sperry. Still itissoabnndant,relatively,thatitcanbeborrowed 
now cheaper than ever before, and it is more freely offered to borrowers. 

Mr. Rothwell. No, you have to give a proper factor due to increased 
civilization and probity in that. Those are elements in the value of 
the rate of interest. 

Mr. Spebry. Now, another suggestion you made was that you think 
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gold is not sufficient in quantity to meet the exchanges of the world; is 
that correct! 

Mr. RoTHWELL. That it is not alone sufficient to meet the demand; 
that there is a greater demand than there is a supply? 

Mr. Spbrry. Regarded as a single money metal there is not a suffi- 
cient amount necessary for the purposes of money? 

Mr. RoTiiWELL. You could, perhaps, get along without any gold at 
all, if you had the machinery arranged for that; but at the present 
time tlie demand for gold is greater than its supply. 

Mr. Sperry. Do you mean by that that the gold is so scarce that 
the Government can not afford to redeem the greenbacks with gold at 
the present time! 

Mr. RoTHWELL. I think if you ask for $400,000,000 that is necessary 
for putting away $150,000,000, the security for this issue that they are 
proi)osing, I feel very certain that the price of gold would go up and 
the prices of eveything else would come down. 

Mr. Sperry. Would you have all paper money redeemed by the 
Government all at once, in one day? 

Mr. RoTHWLLL. I say if you wanted to redeem it in gold now? 

Mr. Sperry. That is, all in one day, when they will have to have 
three or four hundred millions to do it. 

Mr. ROTHWELL. Yes; and that demand would enormously increase 
the profits of gold. 

Mr. Sperry. It has been suggested by one of the witnesses that 
$10,000 of greenbacks will take $100,000 of gold out of the Treasury^ 
Now, Avould not that same process result in gold being in the condition 
that, if the Government redeems the $10,000 of greenbacks and puts 
out gold, in a short time the Government will receive that gold back 
again through the customhouse, and will have it in hand to redeem 
another $10,000 with? 

Mr. Roth WELL. I do not understand your question. 

Mr. Sperry. The Government receives dues through the custom- 
house? 

Mr. ROTHWELL. Yes. 

Mr. Spebry. If^ in the redemption of these greenbacks, it reduces 
the redundancy of paper currency, it again receives the gold the same 
as before? 

Mr. RoTHWELL. Certainly; it will just as soon as it reaches that 
point where there is no redundancy; where there is a demand for the 
paper that is true; but 1 say, assuming that the banks x)ut out an 
amount equal to the Government issues, and that there was no demand 
for that amount, or for almost that, the Government issues would come 
back. 

Mr. Sperry. Are you assuming that the bank issues would be 
receivable at the Treasury for customs? 

Mr. RoTHWELL. Xo; 1 think it would be to the interest of the banks 
to put the Government paper in through the custom-house and have it 
redeemed. 

Mr. Sperry. The Government receives, perhaps, $200,000,000 a year 
through the custom-house, and you gave figures for the year 1889, 1 
think, of 85 per cent as being received in gold. 

Mr. RoTHWTSLL. Yes. 

Mr. Sperry. Now, If you could place our monetary situation in the 

Josition in which it was in 1889, the Government would receive 
85,000,000 a year in gold? 
Mr. Eothwell. Yes. 
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Mr. Sperby. And, if it had that much surplus, it could redeem 
$85,000,000 of greenbacks every year! 

Mr. Roth WELL. If it had that surplus; yes. 

Mr. Sperry. So that it would not require very much actual gold to 
redeem the paper money, would it! 

Mr. lioTiiWELL. If you always had a surplus; but the point is that 
it does not ever keep enough to make these redemptions; it is just the 
other way. 

Mr. Sperry. The quantity of gold, I mean, depends more upon the 
reserves in tlie Treasury, does it not, than it does upon the outstand- 
ing paper currency! 

Mr. KoTHWELL. I beg pardon. 

Mr. Sperry. The amount of gold depends more upon the surplus in 
the Treasury than it does upon the actual amount of paper outstandhigt 

Mr. RoTHWELL. I assume that if there is a superabundance of paper 
outstanding the (lovernment will not have a surplus of gold in the 
Treasury, but with paper one could secure gold until there is no 
superabundance of paper. 

Mr. Sperry. But when yon stated thac there is a scarcity of gold 
you seem to carry to the committee the idea that the Goveniment 
could not redeem its outstanding circulation because of the scarcity of 
gold ; that, perhaps, $400,000,000 would be required. 

Mr. RoTHWELL. Yes, if it had to do it at first. 

Mr. Sperry. Is not this true: That the Government could redeem on 
a very small amount of gold, carrying the redemption over a period of 
two or three years, provided the custom-house receipts were paid in gold 
instead of paper! 

Mr. RoTHWELL. And that they exceeded its requirements! 

Mr. Sperry. Exactly. 

Mr. RoTHWELL. Certainly; but those are conditions that do not exist 
with a redundant currency. 

Mr. Sperry. Those were the conditions that existed in 1880, accord- 
ing to your testimony. 

Mr. Warner. Was the currency redundant in 1889! 

Mr. ROTHWELL. No; it did not become redundant until 1890 — until 
after the operation of the Sherman Act. 

Mr. Sperry. When did the scarcity of gold become apparent! 

Mr. RoTHWELL. In 1891. The receipts through the custom-house 
began to be nmde in paper, in Sherman bills, not in gold; then it ran 
down from 80 or 90 per cent to 12 x)er cent. 

Mr. Sperry. Your view is that gold became s(jarce in 1890; is that 
correct! 

Mr. RoTHWELL. In the custom-house, yes. 

Mr. Sperry. I was speaking of the scarcity of gold as a general 
proposition. 

Mr. RoTHWELL. No; it was elsewhere, but the people will always 
give the money that tliey think is of the least value, and they were 
afraid that tlie paper money out would be redeemed m silver, and so 
they preferred to keep gold and pay in paper money. 

Mr. Cox. 1 want to come back to tlie proposition about banking. 
Your argument against the Secretary's bill I should like to have in a 
nutshell, if 1 can get it. As I understand it, your theory or reasoning 
is that it puts out more paper money! 

Mr. RoTHWELL. Assuming that the banks make their issues. 

;Mr. Cox. It puts out more money. Assuming that it is taken out 
under the plan suggested, then you come to the conclusion that if the 
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banks have not taken out that additional money they will have more 
paper money than they can use. Then they take the legal-tender notes 
and convert them into gold to hold. Is that the theory? 

Mr. RoTHWELL. They will return the legal-tender notes to the Treas- 
ury, and they will circulate their own notes instead. 

Mr. Cox. The idea is to return the legal-tender notes and get rid of 
them, to make a place to get out their own! 

Mr. KoTHWELL. Yes; otherwise they can make no money. 

Mr. Cox. In that view of the case, you think, by returning the legal- 
tender notes, so as to make a place for their own, it will increase the 
demand on the Treasury for gold? 

Mr. RoTHWBLL. Exactly. 

Mr. Cox. That is the ideaf 

Mr. KoTHWBLL. That is it exactly. 

Mr. Johnson, of Indiana, moved that to-morrow (Friday) evening, 
December 14, at 7.30 o'clock, the committee meet in executive session. 

Mr. Bussell moved to amend by making it Saturday evening instead 
of Friday. 

Mr. Cox accepted the amendment. 

The motion as amended was agreed to. 

Thereupon, at 4.52 o'clock p. m., the committee adjourned until 10 
o'clock to-morrow morning. 

Committee on Banking and Currency, 

Friday, December 14, 1894. 

The Committee met at 10 a. m. 

Present: The chairman (Mr. Springer) and Messrs. Sperry, Cox, 
Cobb of Missouri, Culberson, Ellis, Cobb of Alabama, Warner, John- 
son of Ohio, Black, Hall, Walker, Brosius, Henderson, Kussell, Hau- 
gen, and Johnson of Indiana. 

The roll was called. 

The Chairman. Mr. Pratt, of Baltimore, who was expected 

Mr. Walker. Before Mr. Pratt comes before us I wish to have the 
record of the last meeting read ; I mean of the meeting last evening. I 
was absent, but I understand that the committee held a meetiug after 
the hearing adjourned; that there was a meeting of the Banking and 
Currency Committee and some action was taken. I get from the Post 
of this morning the following: 

The programme of the committee was decided upon at an executive session held 
after the hearing had been concluded. The Democratic members will meet to-night 
to discuss the ref>orting of the Carlisle bill, and it is expected that the measure will 
be agreed upon in its entirety. This action will be reported to a meetinjr of the 
^1 committee^ to be held to-morrow eyening, and then the bill will be submitted 
to the House on Monday. The Republicans have been noticed to prepare their 
minority report by that time. 

Now, I would like the record read which shows that. 

The Chairman. The Chair will state what occurred. 

Mr. Walker. I prefer to have it from the record, if the committee 
has taken any action. 

The Chairman. The record is upstairs, but I will state what it was. 

Mr. Walker. Very well. 

The Chairman. A motion was made that the committee meet in exec- 
utive session to-morrow night, Saturday night, at half-past 7 o'clock, 
and I gave notice to the minority members that the Democratic members 
would meet at half-past 7 in this room for consultation. That was all 
that was done. 
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Mr. Cox. 1 waut to get this exactly right. I made a motion that we 
meet at half past 7 and proceed with this matter to-morrow night; 
thereui>ou the gentleman from Connecticut (Mr. Russell) moved that 
the regular meeting of the committee be on Saturday night at half-past 
7, skipping over to-night. 

Mr. WAL.KEE. Then your motion was for to-night t 

Mr. Cux. Yes, sir; it was that we should meet night atter night, 
and Sunday, too, if necessary. That motion was made by Mr. Kussell, 
and thereupon the chairman, after the committee was discharged, 
requested the Democratic members to meet here. 

Sir. Walker. Do you mean to say there was no vote taken ? 

Mr. Cox. No; that was a caucus, or you may call it what you please. 
Mr. Johnson was here, and we tried to get him to come in to-night with 
your folks, and he said no, and then I said we would meet to-night. 

The Chairman. The only action of the comuiittee is that there would 
be an executive session to-morrow night. 

Mr. Johnson, of Indiana. That grew out of the fact that you gentle- 
men had agreed in your minds what to do and our presence here would 
not have helped the thing any. 

Mr. Cox. I will say I did not name it to a single gentleman on the 
committee until 1 made the motion. 

Mr. Johnson, of Indiana. I simply suggested that that would accel- 
erate the thing on Saturday night, as the majority would be prepared to 
report to the full committee. 

Mr. Cox. I hope the gentleman is correct, and we will be able to 
agree. 

Mr. Waxker. I want to move that that vote passed be reconsidered. 

Mr. Cox. I raise the point of order on that. There is no notice of it 
at all. 

Mr. Walker. But it is open to reconsideration. I ask the Chair if 
1 am in order? 

The Chairman. You are in order. The gentleman was not present 
to vote upon the subject and has voted neither way, but we will waive 
that. 

Mr. Walker. I beJieve that if I did not vote in the affirmative I 
have the right to make the motion. I want to say that this committee 
has been in session for eight or ten months. The exigencies to-day 
have not increased one iota from what they have been every day during 
the eight months. In fact, the situation is not as serious to-day, for 
we have over $100,000,000 in the reserve fund in the Treasury. 

The Secretary has testified that the bill will not practically affect 
the Treasury Department of this Government for five years, and may 
not for twenty, and now this haste in action upon a bill reported here 
by the Secretary, which, upon his own testimony, he had spent no time 
in preparing or considering, I mean the actual drafting of the bill, say- 
ing that he had dictated a part of it to his stenographer the morning 
he came here, and it was handed in to us afterwards as a bill that ought 
to be most thoroughly and seriously considered ; and I submit that this 
committee, if it proposes to report a bill to the House on as great a 
matter as this such a bill ought to be enacted as it is reported, and we 
have no right to rei)ort a bill that we ourselves think should be 
amended in any respect. 

It ought to be complete. That is what this committee is for — ^to 
draw a complete bill, and draw it as carefully as possible, and have it 
as complete as possible, and it can not be done in less than a week. I 
submit that there is not a man living in this country, I care not who 
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or where he is, who can start originally, as the Secretary of the Treasury 
teKtifled here he started, and draw a bill under the present circum- 
stances and conditions of the finances of the Treasury aud the currency 
of the country, and draw it in a week, so it is fit even to present to this 
committee so that the members of this committee can take it up and 
perfect it. I am not going to talk against time, or endeavor to cause 
any delay. I lay the whole case 

Mr. Cox. I want to call your mind to the proposition that there is 
no information that 1 know anything of— I mean such as comes oflfi- 
cially from the committee — as to what will be done with the bill. 

Mr. Walker. I will get to that in a moment. I wish to call the 
attention of the Chair to a point, and then I am done. I shall not . 
detain the committee, or interfere with it or obstruct it, or talk against 
time, or anything else. I say that the committee ought to enter upon 
the consideration of any bill whatever without any limit as to time, 
and proceed as rapidly as they well can and perfect it; and when it is 
perfected, which will take over a week, or, as every gentleman on this 
committee knows, however seriously and expeditiously we may deter- 
mine to act, that it is not becoming, that it does not compliment the 
legislators, it does not compliment Congress, of which we are a part, 
to have this undue and unseemly hiiste. 

The Chairman. The question is upon the motion of the gentleman 
from Massachusetts to reconsider the vote by which the committee 
determined to have an executive session tomorrow night. 

Mr. Walker. I ask that the vote be taken by names. 

The roll was called and there were — yeas, 3 ; noes, 7. 

So the motion was not carried. 

Mr. Johnson, of Indiana. 1 want to say right here, so there will not 
be any misunderstanding in regard to this matter, that the suggestion 
made by myself last evening, that the majority of the committee should 
meet on Friday night, and that if they desired after that we should 
have a general meeting on Saturday night, at which we should consider 
such a plan as they might agree upon, was predicated, as I stated then, 
upon what I saw to be the very great desire for haste upon the part of 
the majority of the committee, and upon the theory that 1 supposed, 
from what 1 had seen and heard, they had virtually agreed in their own 
minds upona bill, aud probably would be disposed to report it on Sat- 
urday nightif they had a meeting on Friday night. In other words, I 
was not hastening the consideration of this bill. I was simply submit- 
ting to a necessity. It is my own opinion these hearings should be 
continued stiU longer and this subject should be considered carefully. 
I think it is a great mistake to report in this way, and I do not want 
to be put in the attitude of accelerating the hearing. 

The Chairman. The Chair desires to state that Mr. Enoch Pratt, 
who is a gentleman of some years, was invited to be here this morn- 
ing, but has not appeared before the committee, and the lion. A. J. 
Warner, of Ohio, addressed a letter to the chairman, in which he 
requested the privilege of appearing before the committee as a repre- 
sentative of the American Bimetallic League, to enter his objections 
against the passage of any of the proposed bills. Mr. Warner is now 
present, and if it is the pleasure of the committee I will introduce him 
at this time. If there be no objection, Mr. Warner will take the stand. 

Mr. Waener, of New York.' Before Mr. Warner, of Ohio, takes the 
stand, in behalf of my colleague, Mr. Tracey, I hand the chairman the 
following letter, which I suggest be made a part of our minutes : 
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National Commercial Bank, 
Albany y X. 1'., December S, 1894. 
Deak General Track y: Noting Mr. Carlisle's plan for national-bank notes, I 
desire to make a suggcMiou. 

His plan limits the issne to a percentage on the capital stock, ignoring the snrplas. 
My suggestion is, why not permit an issue upon the capital and surplus under cer- 
tain conditions, as, for instance, that the bank should be restricted from disposing of 
its surplus while it had notes issued against it, thus making the surplus of the same 
value as the capital stock for this purpose. 

If you could obtain Mr. Carlisle's attention I think this suggestion woald be 
worthy of his consideration, and would secure the support of the strongest banks, 
which, of course, are those which have the largest sur])lus. 
Yours, very truly, 

Robert C. Pruyn, President. 
Hon. Charles Tracey, 

House of Representatives, Washington f D. C. 

The Chairman. I have also, if Mr. Warner will pardon me a 
moment, a communication from the Honorable Charles F. Fairchild, in 
which he states : 

New York, Decemba^ IM, 1894. 
Dear Sir : I telegraphed you to-day that I should not be able to meet your com- 
mittee to-morrow. 

I have been partially laid up with a cold for several days, and yesterday was kept 
in bed all day with it. In any event I should not be able to leave before the mid- 
night train to-night, and as my cold still persists, I do not think it prudent to mn 
the risk of exposure. 

I thank you very much for the invitation, and greatly regret that I can not meet 
the committee. 

I fear, however, that I could add nothing to what you already have heard which 
would be worth taking your time. 

Very truly, yours^ Ciiari^s S. Fairchild. 

Hon. Wm. M. Springer, 

Chairman^ etc, House of Representatives, Washington, D. C 

The Chairman. I have also a letter from the Honorable Henry W. 
Cannon, formerly Comptroller of the Currency, who was invited to 
appear before the committee, in which he says: 

The Chase National Bank, 

New York, December 13, 1894. 
Dkar Sir : Keferringto your request of the 7th instaot, asking me to appear before 
your committee to-day for the purpose of giving such information as I might be able 
to furnish in reference to banking and currency, and onr telegraphic correspondence 
relating thereto, I regret to inform you that I now find it impossible to go to Wash- 
ington either to-day or to-morrow, and inasmuch as I have no particular suggestions 
to make, I presume my presence will not be essential to the work of your committee. 
I am, yours, very respectfully, 

Henry W. Cannon. 
Hon. William M. Springer, 

Chairman Committee on Banking and Currency, Washington, Z>. C. 

The Chairman. I have also received a telegram from Mr. John R. 
Walsh, iwesident of the Chicago Il^ational Bank, who was invited to 
appear before the committee, in which he states he had communicated 
his views on the subjec^t to Comptroller Eckels, aud requests that these 
be taken in lieu of his presence, as he is not able to appear at this 
time. This is a very short communication, and I will just ask that it 
be incorporated in the hearings. 

Chicago, III., December 10, 1804. 
Am much obliged for your suggestion ,but it will be impossible for me to leave 
Chicago this week. You will hnd my views expressed in a letter to Comptroller 
Eckels, written a few [days] ago. May I ask you to be kind enough to look it over? 

John R. Walsh. 
Wm. M. Springer, 

House of Ripresentatives, Washington, D, C. ^.^.^.^^^ ^^ GoOQIC 
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November 17, 1894. 

I am opposed to the so-called Baltimore plan for a new system of national onr- 
rency, first, because it does not provide acieqaate security for the notes; second, 
because it throws on the Treasury of the United States the burden of redeeming 
notes of failed banks when the security for that purpose is insufficient; third^ 
because I believe our people will never accept the notes of any bank not properly 
secured. This Baltimore plan is nothing but a revival of the old New York State 
safet3'-fund plan, a system which was abandoned long before the organization of 
any national banks. Without the assurance that the United States Treasury would 
redeem the notes of failed banks the proposed currency would not be taken at par 
in all sections of the countiy. 

Notes of well-known banks in New York, Chicago, St. Louis, and other financial 
centers would be received, but the notes of small banks in the far West and out of 
the way places in the East would only be taken at a discount, thus restoring the 
old system of stump-tail currency. I do not see why the Treasury of the United 
States should guarantee the notes of any bank. It may be said that the Treasury 
would never be called upon to make this guarantee good. Possibly this mi^ht be 
true in prosperous times, but if the guarantee exists you may depend upon it that 
the amount of security provided to be used before the Treasury was called upon 
would be exhausted in hard times, thus making the Government practically a cred- 
itor of a lot of fiiiled banks. 

In my opinion the proper way to deal with the currency is for the Government to 
issue an irredeemable 2^ per cent bond which could be made the basis of circulation 
for national banks up to the amount of their capital. As this currency is taken out 
the greenbacks could be withdrawn. This would put the Government out of the 
banking business at once and provide a currency that would be at par everywhere. 
I believe that the Government should fund all its obligations in bonds of the kind 
mentioned, but this is another question. You may depend ou it that no matter what 
theorist!! tell yon the so-called Baltimore plan will never pass Congress, and even 
if it should, it would not accomplish what its well-meaning friends have in view. 
It would not work.' 

Yours, truly, John R. Waush. 

Mr. Jamrs H. Eckels, 

Comptroller of the Currency, WoBhingtonf D, C. 

Mr. Wabneb, of Ohio, will uow make bis statement before the com- 
mittee. 

STATEMENT OF ME. A. J. WAENEE, OF OHIO. 

Mr. Warneb said : 

Mr. Chairman and gentlemen of the committee: A proposition like 
that now before this committee, which contemplates a radical change 
in the monetary system of the country, necessarily attracts a deep 
interest on the part of the whole people. I can not begin what I have 
to say in any better way than to read a single sentence from the speech 
of Sir Robert Peel, when he brought before Parliament the act of 1844. 
He said : 

There is no contract, public or private — no engagement, national or individual, 
which is unaffected by it. The enterprises of commerce, the profits of trade, the 
arrangements made in all the domestic relations of society, the wages of labor, 
pecuniary transactions of the highest amounts and of the lowest, the payment of the 
national debt, the provision for the national expenditure, the command which the 
coin of the smallest denomination has over the necessaries of life, are all affected by 
the decision to which we may come on that great question which I am about to sub- 
mit to the consideration of the committee. 

The act which Sir Robert Peel at that time presented to the Parlia- 
ment of Great Britain was the celebrated act of 1844, the purpose of 
which was to separate the issue and regulation of currency from the 
business of banking, and to place the control over currency nnder one 
single department, to be regulated in accordance with established prin- 
ciples and subject in every particular to strict regulations of law. Mr. 
Chairman, probably no question in which the public is concerned ever 
nnderwent so thorough a discussion as this question of the regulation of 
currency, not only in this country, but particularly in Great Britain 
from 1810 down to 1857. 
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Every phase of the question was discussed over aud over again. 
Parliamentary couimissiou after commission was established to con- 
sider every proposition presented. First came the celebrated bullion 
report of 1810, then the report of the secret commission of 1819, then 
the commission of 1826, that of 1840, and Anally of 1857, in which wa« 
summed up. in my judgmeut, the wisdom of the entire discussion, and 
to the discussion which then took place, so far as I know, nothing 
really has been added since that time. I believe that the general con- 
clusions then reached have been accepted by all writers of (iistinction 
from that day down to this. Of course, they differ somewhat as to the 
proper methods of regulating the currency, but as to the principles 
then established I know of no disagreement among competent authori- 
ties, either ou this side or on the other side of the ocean. 

As members of the commission of 1857, besides Sir Robert Peel, then 
chancellor of the exchequer, there were such men as Disraeli, Gladstone, 
Sir James Graham, Sir James Willson, Mr. Wenglin, for forty or fifty 
years connected with the Bank of England, and a number of others 
scarcely less distinguished. There appeared before that commission 
such men as George Ward Norman, who was for thirty years governor 
or director of the Bank of England; John Stuart Mill, Lord Overstone, 
and others distinguished as great bankers and men of large experience 
in business. 

In fact, the principles of currency regulation laid down in the report 
of 1840, have since been adopted in the main by every civilized nation 
on the earth, the United States being the only country now, as far as I 
know, among nations claiming to be enlightened that proposes to reverse 
the conclusion then arrived at, principles as well established in cur- 
rency as the law of gravity in physics, and to return to a principle of 
regulation of currency that has been condemned by every writer of dis- 
tinction for fifty years, as well as by the experience of every country 
that has tried it. The principle of regulation, as laid down by Sir 
Eobert Peel on the recommendation of Lord Overstone, was that the 
currency, in order to maintain its value, must be made to vary, both 
as to time and amount, as a purely metallic currency A^ould vary; that 
in no other way could it be kept at the same value as the standsurd. 

In 1874 Germany adopted substantially the same principle with a 
modification which I think was a very great improvement. Under the 
act of 1875 of the Eeichstag, the Imperial Bank of Germany was 
established and a unification of the currency undertaken by with- 
drawing the currency of the several states of the federation and sub- 
stituting for it the currency of the Empire. By this law the Imperial 
Bank of Germany is permitted to issue a certain fixed amount of 
uncovered paper, just as the Bank of England was permitted to con- 
tinue in circulation a certain fixed amount of notes without security, 
and so are the country banks, but that amount can not be increased as 
to the country banks, and only by the Bank of England by absorbing 
a part of the currency surrendered by the country baqks. 

The Bank of England is permitted to issue additional currency only 
upon the deposit in the issue department of coin or bullion for all the 
notes issued. That is the distinction between notes covered and notes 
uncovered. The Imperial Bank of Germany may issue notes in time 
of stress or panic in excess of the uncovered notes, upon condition of 
paying 5 per cent interest to the State. The purpose of that is to force 
the retirement of notes as soon as the exigency that called them out is 
over. For all notes issued beyond a fixed amount specified in the act 
coin or bullion must be deposited. That principle in the main governs 
all the countries of Europe. . , 
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The Bank of France, it is tnie, is governed somewhat diflferently, 
but it is a State institution with officers appointed by the Government^ 
as is the Bank of Berlin, the chancellor of the exchequer being presi- 
dent of the bank. So that the issue and regulation of currency in all 
the countries of Europe is now made in accordance with certain fixed 
principles, and in that way, and in that way alone, can ])roper regula- 
tion of a note currency be secured. I believe this to be the united 
voice of all the economists and financial authorities of Europe. That 
in that way, and in that way alone, can the value of a note currency be 
maintained at all times at par with gold. The first objection, then, to 
this bill is that it departs entirely from that principle and that it 
establishes no certain principle of regulation whereby the value of the 
currency is to be secured. 

Mr. Cobb, of Missouri. What bill do you meanf 

Mr. Warner. I mean the bill submitted by the Secretary of the 
Treasury; and the same objection applies to the Baltimore plan, and 
every other plan which proposes to turn over the issuing and regula- 
tion of the money of the people to institutions organized for private 
gain. The primary object of the act of 1844, 1 say, was to separate the 
banking business from the duty of issuing and regulating currency^ 
creating money, and on that question, after a discussion of fifty years, 
there was almost no division of opinion in England. The concurrent 
judgment of nearly everybody was that the business of banking is 
necessarily distinct and separate from that of currency creation, and 
that the two can not be blended without doing mischief. On that point 
I beg to quote from a few of the authorities of that day, and I will not 
take up much time in doing so, but I am sure it will not be with- 
out interest. 

The one great question before tlie commission of 1857 was whether tbe right to 
issue circulating notes should be kept under the control of the Government, or 
whether the banks or the Bank of England should be permitted to issue notes to 
circulate as money. 

On pUge 328 of this report Lord Overstone, who, as Samuel Jones 
Loyd, was one of the most distinguished and successful bankers and 
writers on the currency question, and, in fact, the real author of the act 
of 1844, was asked: 

Do you consider the separation of the issue and the banking departments of the 
Bank of England to be founded upon the principle that the business of issue and 
the business of banking are in their nature distinct! — A. Undoubtedly; it is impos- 
sible to entertain any other view of the matter. 

Further on in his testimony he says : " I certainly think it quite essen- 
tial that the issue of paper money should be kept entirely separate and 
distinct from everything connected with the banking business. Again, 
on page 328 : **The supply of the current coin — that is, the money of the 
realm — ought to be entirely separated from the banking business, which 
is simply trading in money, borrowing at a lower rate and lending at a 
higher rate. ♦ ♦ ♦ Notes and certificates ought to be issued as the 
money, whether copper, silver, or gold is coined, under strict provisions 
of law, and by an authority, such as the mint, established by law and 
subject to strict regulations laid down in that law." And again : <'The 
sole privilege of coining money, whether copper, silver, gold, or paper, 
ought to be vested in one institution, established for that exclusive pur- 
pose and subject to strict regulations of law; no share of such privilege 
ought to be conceded in any form to banks or to private individuals." 

And again, on page 329, he says : << Perfect freedom of competition 
should be established in the business of banking, correctly understood^ 
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and efifectnally diatiDgui8hed from the fiiDctions of coinage or from that 
of issuing paper tokens or representatives of coin — that is, bank notes, 
which, in fact, is coining under a form peculiarly susceptible of abuse — 
because the undue issue of paper notes is not restricted by that 
intrinsic value which effectually regulates the issue of metallic money." 
Lord Overstone then quotes from Daniel Webster, I think from his 
fiubtreasury speech of 1838, as follows: " The circulation of paper tends 
to displace coin; it may banish it altogether. At this very moment it 
has banished it.'' Asking the committee to mark well that fact, be 
says: '^ A distinct statement by so great an authority of that as Web- 
ster, that the coin of the United States had been banished entirely by 
paper money, by currency payable to the bearer on demand and issued 
in obedience to what was deemed to be the wants of the public." He 
continues then his quotation from Webster as follows: 

If others may drive out the coin and fill the country with ]>aper which does not 
represent coin, of what use is that exclusive power over coins and coinage which is 
^iven to Congress by the Constitution f Wherever paper is to circulate as subsid- 
iary coin, or as performing in a greater or less degree the functions of coin, its regu- 
lation naturally belongs to the hands which hold the power over coinage. This ia 
«n admitted maxim by ali writers ; it has been admitted and acted upon on all neces- 
sary occasions by our own Government throughout its whole history. 

He then quotes Took as saying, ** the privilege of issuing paper money 
is a delegation of that which is universally considered as a privilege 
residing in the State.'' 

Mr. George Ward Norman, so long connected with the Bank of 
England, referring in his testimony before the commission of 1857 to 
the bank act of 1844, said: 

I conceive the ground of the act to have been that the issue of paper money is a 
perfectly distinct operation from the ordinary business of banking, and that yon 
can not mix up together the issue of paper money and ordinary banking bnsineea 
without doing mischief. 

Again, on the same page, 273, be says: 

I consider bank notes as money, and I think that yon do mischief when you 
place the issue of money in the hands of persons who carry on ordinary banking 
nnsinesB. * • * x consider that the issue of money should be regulated by the 
State, and when the money is issued then that bankers should be afiowed to deal 
with it as they pleased, • « • ^]^q principle of competition can not be introduced 
into the issue of paper money without doing mischief. 

Again, on page 276, he says: 

A bank has to deal with the money of the country which exists, but it has prop-^ 
«rly nothing to do with the issue of money. 

Alexander Hamilton said, referring to the old State banks: 

There is now no check to the creation of these money mints; anybody an4 every- 
body, with or without character, has a right to enter the field of competition. « • • 
The superintendence of a power of such immense and vital consequence to the integ- 
rity, stability, and permanent interests of the public as that of money -making ought 
not, in the very nature of its operation, to be legislatively lodged in the hands of 
individuals. 

Mr. Henderson. Do you know when he said thatt 

Mr. Warner. I think in 1839. It was immediately after the panic 
of 1837. 

The value of no man's property, much less that of a community, should 
be placed at the capricious will of private cupidity and speculation. 

I quote again from one of Webster's subtreasury speeches, in which 
he says: 

Whenever paper is to circulate as subsidiary to coin or as performing in a greater 
or less degree the functions of coin, its regulation naturaUy belongs to the hands 
that held the power over the coinage. ^.^.^.^^^ ^^ LjOOQ IC 
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Acting upon this principle, the business of banking and the crea- 
tion of money are so distinct-and separate in their nature that they 
can not be safely blended. 

I say that all enlightened nations have abandoned the practice of 
turning over the issue and regulation of currency to an indefinite num- 
ber of banks. It was stated yesterday before the committee that the 
three things necessary to a sound currency were, first, security; second, 
convertibility as a means of regulation, and third, elasticity. Now, I 
wish to refer to these three principles briefly in their order. First, 
security. One of the earliest Secretaries of the Treasury, Crawford, I 
think, and I have not had time to look that up, said that the security 
of final payment of notes was no such regulation of quantity as would 
secure stability in the value of the currency. That saying was quite 
extensively quoted in the British discussions on that question as being 
a clear statement of a perfectly sound doctrine. 

Mr. Cobb, of Alabama. Please state that over again. 

Mr. Warner. That the security of final payment of notes, or their 
redemption, is no such regulation of the quantity of money as will 
insure stability of value, and the reason for that is very apparent. 
The United States might now issue $oOO,000,000 of o per cent bonds^ 
and if it would allow banks to take these bonds at par, is there any 
doubt but that the national banks would issue $500,000,000 of currency^ 
or as much as they are allowed bylaw to issue? The ultimate pay- 
ment of the notes would be amply secured — there would be no question 
about that, none whatever — but the quantity of the currency would be 
so increased that its value would become immediately depreciated. 

At first the depreciation would extend not only to the paper part 
but to the coin as well, involving the entire currency of the country as 
compared with the currency of other countries; hence the principle 
of ultimate security was abandoned sixty years ago as a principle upon 
which the regulation of the currency could be safely founded. If 
security of note circulation is a safe principle, then security by a pledge 
of land ought to be as good as a pledge of bonds. John Law said: 
** Any goods that have the qualities necessary in money may be made 
money equal to their value.'' 

Mirabeau said of the French assignats: "They represent real prop- 
erty, the most secure of all possessions, the land on which we tread.'^ 
The fundamental error in this principle lies in the attempt to hold a 
thing as property and at the same time to coin it into money. At 
bottom the principle of basing the currency on bonds is just as vicious 
as basing it on land. There is no limit to the amount of bonds that 
may be issued any more than for the land that may be pledged, nor as 
much; but the principle itself is wrong for the reason that security of 
final payment affords no proper regulation of quantity upon which the 
value of each unit depends. 

Bichardo, in his evidence before the secret committee of the House 
of Commons in 1819, says: 

PlaiiH for an improved syBtem of currency nre frequently laid before the pnblic^ 
which rest entirely upon tins fallacy. The exclusive object of thene Rystems is to 
obtain for the paper cnrrencv to be issued under them a greater deifree of securitj 
than that whicii is supposed to attach at present to the uotes of the Bank of England. 
This ond the authors of these schemes generally propose to accomplish by contriv- 
ances which they deem to be extremely ingenious, but wbich always resolve them- 
Belves into the simple plau of making* property of some kind or other the basis of 
the circnlation. Sometimes the plan suggested proposes to issue a ]>aper currency 
against the security of land, sometimes against the security of the public debt, and 
sometimes against merchandise in thif docks; but, having provided for the security 
of the notes, the plan generally terminates at this point: the projector a]»parently 
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conceiving that he has satisfied all the desiderata of a good paper onrrency, althoagh 
he has introduced no specilio measure for regulating the amount of that currency and 
maintaining its value relatively t-o the currencies or the other conntries of the world. 

The second principle, as a means of regulation, is convertibility. In 
the bullion report of 1810 the doctrine seemed to be conceded that, if 
a currency was convertible — ^.Ithough the report stoutly contended 
against the doctrine that ultiihate security was a safe principle at all 
times — that then it never could fall below the value of metallic money, 
or of the metallic standard; and that doctrine was held and acted 
ui)on, almost without dissent, I believe, until 182G. But the experience 
in England, after resumption in 1811>, up to 1820, was such as to lead 
to a very careful reexamination ot that principle, and although the 
directors of the Bank of England had, prior to that time, acted upon 
that principle and considered it perfectly safe, they were obliged, as 
Mr. Norman admitted, to abandon that ])rinciple. 

It was during this period, from 1819 to 1826 and on to 1844, that the 
question underwent such a thorough discussion, when everything was 
thoroughly threshed out. Every suggestion and every claim was ground 
to powder and all errors sifted out and the truth finally established- 
and one of the conrlusions reached was that even convertibility could 
be relied upon as a safe i)rinciple for the regulation of the amount of 
curren<;y. 

There were those even before 1820 who had opposed the doctrine that 
either security or convertibility couhl alone be relied upon to proj)erly 
regulate the currency. Mr, Horner, in the Bullion Keport of 1810, says : 

An increase in the quantity of the local currency of a particular country, will 
raise prices in that < ountry exactly in the same mauuer as an incresise in the gen- 
eral supply of precious metals raises prices all over the world. By ^leau^» of the 
increase of quantity the value of a given portion of that circulating meilium in 
exchange for other coniniodities is lowered; lu other WiU'ds, the money prices of all 
other commodities are raised, aud that of bullion with the rest, lu this manner, 
an excess of the local cnrrency of a particular country will oieasiou the rise of the 
market price of «;old above its mint price. It is no less evident that, in the event 
of the jirices of commodities being raised in one country by an augmentation of its 
circulating medium, while no similar augmentation in the circulating medium of a 
neighboring country has led to a similar rise of prices, the currencies of those two 
conntries will no longer continue to bear the same relative value to each other as 
before. The intrineic value of a given portion of the one currency being lefwened, 
while that of the other remains unaltered, the exchange will be computed between 
those two countries to the disadvantage of the former. 

Bichardo says (see High Price of Bullion) : 

It would be readily admitted that whilst there is any great portion of coin circn- 
lation, every increase of bank notes, though it will for a hhort time lower the valne 
of the whole currency, paper as well as «old, yef that such depression will not be 
permanent, becaiise the redundant and cheap currency will lower the exchange, and 
will occasion the exportation of a portion of tha coin, which will cease as soon as 
the remainder of the currency shall have regained its valne and restored the 
exchange to par. 

Webster said, in his speech on the subtreasnry bill, March, 1838: 

I contend oven that convertibility, though itself indispeusible, is not a certain 
and unfailing ground of reliance. There is a liability t<» excessive issues of paper, 
even while paper is convertible at will ; of this there cau be no doubt. Where, then, 
shall a regulator be found f What principle of prevention may we rely upon? 

J. E. McOuUough says: 

When the currency of any particular < ountry, as of P^nglnnd, consists partly of 
the precious metals and partly of paper converted into them * • * the excess of 
paper is not indicated by depreciation or fall in the value of paper, as compared with 
gold, bnt by a depreciation of value in the whole currency, gold as well as paper, as 
cojnpared with other States. 
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Lord Overstone said, in his testimony before the cominissiou of 1875, 
page 408: 

Convertible notes may be isaned, continually depreciating the currency, until the 
metallic portion of the currency has been entirely banished from the country-. 

On the following page he says: 

The changes in the amount and value of the paper currency of the United States 
have been CTeater than in any other country, and it has produced an unprecedented 
Amount of bankruptcy and ruin. 

And again, page 41, he says: 

It is undoubtedly true that convertibility is an ultimate security a^^ainst a perma- 
nent excess of the currency, and fixes a limit beyond which such irregularity in its 
management can not be carried. But this principle only comes into operation 
through the medium of prices. If the currency be in excess, prices of all articles 
are afl^ected in a corresponding degree ; hence the balance of trade is disturbed, the 
exchanges are consequently affected, and a tendency is produced to export gold. 
• • * Convertibility will not by itself prove a sufficient protection against excess 
In a paper currency. The rule which requires that the amount of the circulation 
shall be made to vary with the amount of the bullion is of essential importance^ 
and no system of paper currency can be secure which does not contain this as a self- 
rectifying principle. 

And ill his pamphlet on the management of the circulation previous 
to 1839, he says: 

It is not sufficient merely to ordain, as PeePs bill did, the convertibility of the 
notes ; it is further necessary to see that effectual means are provided for that end. 
It is now discovered that there is a liability to excessive issues of paper, even while 
that paper is convertible at will; and that* to preserve the value of a paper circula- 
tion, not only must that paper be convertible into metallic money, but the whole of 
its oscillations must be made to correspond exactly, both in time and amount, with 
what would be the oscillations of a metallic currency, as indicated by the state of 
the bullion. Such a systeiA, therefore, for the management of the circulation must 
be constructed as shall secure that due and steady regulation of the amount of the 
issues, through which alone any permanent security for their convertibility can be 
obtained. 

The next t^rinciple is that of elasticity. They say we must have an 
elastic currency. The Secretary of the Treasury says : 

A sound and elastic currency, capable of adjusting its volume easily and rapidly 
to the actual demands of legitimate business, is what the commou interest of all 
our people requires. 

I say to the Secretary of the Treasury tliat perpetual motion is a 
great deal easier to obtain than that kind of elasticity. It never did 
exist in the world and it never can. "i'here is absolutely no such rela- 
tion between the supply of paper money and the uses for money as 
arlmit of automatic regulation, and for a single reason. If paper money 
was issued only to meet the demands of business arising out of an 
increased number of transactions — that, is increased purchases and 
sales of goods — then such a principle mi^ht be possible; but the fact is 
the effect of an excessive currency is immediately to raise prices, and 
as prices rise the demand for money increases pari i)a8su with the rise 
of prices, and when prices are doubled the demand for $2 in every 
transaction is Just as great as the demand for $1 was before. 

Mr. Hall. Does that principle apply to b^nk currency? 

Mr. Wabneb. Certainly, to bank currency aswellastoany other, as 
I will show you a little further on; it applies to any currency that is 
issued in excess, I care not what kind of currency it is. It would 
apply to the precious metals if there was, at any time, such a produc- 
tion of the precious metals as would greatly increase the proportion of 
metallic money to commodities to be bought and sold or to be circulated 
by money, then the rise of prices that would follow would create an 
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enlarged demand for money. Rising prices never take up and give 
back. They take up and hold. The experience of the whole world is 
against the idea that business takes up money and gives it back auto- 
matically. 

Our experience under the oM bank-note system is enough to set that 
at rest. One single fact is enough. Between 1830 and 1837 the notes 
of the banks of this country increased from $61,000,000 to $149,000,000, 
and then they went down until in 1843 there were only $53,000,000 of 
them. That was the way an elastic currency workeil then, and it is the 
way it always worked. It is the way it worked in England when they 
had much more rigid restrictions than we have ever had in this country. 

An elastic currency! It is a delusion. By what principle are banks 
governed, or will they be governed if we turn over txi them the issue 
and regulation of the currency? I ask that question. Banks are insti- 
tutions organized for private gains. They are controlled by one prin- 
ciple alone — their own interest. If they can derive a profit by putting 
out more currency, they will put it out. There is no limit to the 
quantity of money they would put out or that the country would take. 

If you give to the national banks as now organized $1,000,000,000 of 
bonds at 5 per cent they would issue nine hundred millions of currency 
as fast as they could put it out, regardless of consequences. Simply 
because thev could make money by putting it out What did they do 
from 1864 tc) 1867 and 1868 and 1869, when there was already a full 
volume of other cuiTency in the country. Prices were already inflated, 
but they kept on increasing the circulation. Why I Because it was to 
their interest to do it. 

Now, 1 ask you gentlemen if the whole business of the world, or if the 
business interests of 70,000,000 of people in this country, the value 
of all their property, the wages of labor, the relation of property 
to debts, the prices of all products are to be subjected to the variations 
of a currency which may be increased or decreased as the interests of 
those engaged in the banking business may dictate. 

It was admitted yesterday — and it was admitted by the Comptroller 
of the Currency and by the Secretary of the Treasury, which, to use a 
slang phrase, was a dead give away of everything — that the reason 
why the banks contracted currency was that it was to their interest to 
do so. That is, they contracted it when it was their interest to do 
so and expanded it when it was their interest to expand it. But 
what was the interest of the great majority of the people or of 
the business men of the country! You have only to make it to their 
interest and you can have as large a volume of money as you want. 

Make it their interest to contract and they will contract it. But 
what a principle of regulation of that which determines the prices of 
all commodities and the value in money of everything! 

On this question of elasticity let me read from the bullion report. 

Mr. Hall. What bullion report? 

Mr. Warner. Of 1810, the Horner report, the famous bullion report. 

As far back as the Bullion Report of 1810, Mr. Whitmore, then late 
governor of the Bank of England, stated the rule of the bank then to 
be "to govern its issues by the amounts of good paper ofl'ered for dis- 
count, on the principle that the public will never call for more than is 
absolutely necessary for their wants." This is what the Secretary of 
the Treasury seems now to think a safe principle; that is, business will 
not call for any more money than it wants, and banks will not put out 
any more than business calls for. But, referring to this principle, the 
Bullion Report says: 
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That this doctrine is a very fallaoions one yonr, oommittee can not entertain a 
doubt. The fallacy upon which it is founded lies in not distinguishing between an 
advance of capital to merchants and an additional supply of carrenoy to the general 
mass of circulating medium. (Bullion Report, p. 55.) ^ 

Lord Overstone, in his testimony before the commission of 1857, says, 
page 364, "the public will call for and take money to any extent" — there 
is no fear of that ; and again, on page 365: 

I have no hesitation m saying that the Bank of England can put out any quan- 
tity of its notes that it thinks proper: that the effects of that will be to drive gold 
out of the country; that the notes will take the place ot gold in the circulation, and 
that will go on until the whole of the gold has been driven out of the country. 

Sir Charles Wood said, discussing the act of 1844: 

It was held in the hank parlor, as it is by many even now, that to issne paper on 
good commercial security was all that was necessary to insure the proper amount of 
paper being in circulation. 

That idea, however, long ago was abandoned in England, but it seems 

ill to hold a place in this country. 

Mr. Wabneb. As Mr. Weguelin said, the wealth of the world is 
offered against money. A distinction must be drawn between borrow- 
ing money and buying money. Money on the one hand stands offered 
against everything, and everything on the other hand stands offered 
against money. Money will go out and continue to go out as prices 
rise, and as prices rise and confidence increases the demand for money 
increases and there is no principle of elasticity which operates until 
the point of explosion is reached. This is reached when gold begins to 
go out, or so much of it goes that confidence is destroyed; then panic 
follows and there must be a contraction all along the line. It is a 
contraction, however, after the explosion, and that is the way such a 
currency is regulated and always has been. 

The experience of every country, I think, has been the same; that is, 
first an expansion, then a sadden, \iolent, and ruinous contraction. 
That is the necessary consequence of a currency the issue of which is 
left to thi* discretion of those issuing it or to their interest. It was 
shown in report of 1857 of the commission that even the 205 country 
banks of England could not bt*. intrusted with the responsibility of 
isaniug circulating notes. Sir Robert Peel said on that point: 

It appears to me that we have, from reasoning, from experience, from the admis- 
sions made hy^ the issuers of paper money, abundant ground for the conclusion that 
under a system of unlimited competition, although it be controlled by convertibility 
into coin, there is not an adequate security against tbe excessive issue of promissory 
notes. 

Now, unless the issuers of paper conform to certain principles, unless they vigi- 
lantly observe the causes of influx or efflux and regulate their issues of paper accord- 
ingly, there is danger that the value of the paper will not correspond with the value 
of the coin. The difference may not be immediately perceived, nay, the first effect 
of underissue, by increasing prices, may be to encourage further issue, and as each 
issuer, where there is unlimited competition, feels the inutility of individual efibrts 
of contraction, the evil proceeds until the disparity between gold and paper becomes 
manifest, confidence in the paper is shaken, and it becomes necessary to restore its 
value by sudden and violent reduction in its amount, spreading ruin among the 
issuers of the paper, and deranging the whole monetary transactions of the country. 

If we admit the principle of a metallic standard and admit that the paper currency 
ought to be regulated by immediate reference to the foreign exchanges — that there 
ought to be early contractions of paper on the efflux of gold — we might, I think, 
in& from reasoning, without the aid of experience, that an unlimited competition 
in respect to issue will not afford a security for the proper regulation of the paper 
currency. 

He then quotes what Mr. Hobhouse said when asked, "With the rise 
of prices won Id there be an increased paper issne by country bankers!'^ 
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He answered, ^^ Yes; there will be an increase in the local circulation 
when prices rise." 

Again he was asked, <<Does it not often happen that your circulation 
is increased in the beginning of a drain of goldf and he answered, 
"Yes; we do not pretend that our circulation is at all governed by it." 

Now, take the ten thousand banks in the United States, and delegate 
the power to all of them to issue notes, and entrust to them the duty 
of regulating the currency of the country. What will be the result! 
When will they begin contracting ! Not until the issue of money ceases 
to be profitable to themselves. The drain of gold will fall first, of 
course, upon the banks of the seaboard, the great cities. They may 
check their issues, but the country banks will pay no attention to that. 
Inflation will go on long after the gold begins to leave the country. 
Why, the idea of maintaining a gold standard under a system of cur- 
rency of that kind is so at variance, not only with the experience of 
every nation in the world but of reason, that I am astonished that such 
a proposition as this should be brouglit forward at all. 

Gentlemen, there is only one way to maintain the gold standard in 
the United States in my judgment, absolutely but one, and that is to 
restrict the circulation, reduce bank credits, bring down prices until 
our creditors abroad will choose to take of us commodities rather than 
gold for what we owe them. There is no other way. We are a debtor 
nation, and no debtor nation can maintain as large a volume of cur- 
rency as a creditor country. Our people owe the people of other coun- 
tries not less than $250,000,000 a year, certainly not less than that, 
annually. This must be paid in gold or commodities. It can be paid 
in commodities on one condition only, and that is that we will sell com- 
modities as low as any other nation in the world, or sell them enough 
lower to induce our creditors to take of us goods and leave the gold 
here. 

Now 1 say, gentlemen, that any measure which tends to raise prices 
in the United States will expel gold, I care not whether it be tariff or 
anything else. A tariff which oi)erates to check imports may so far 
reduce the total sums to be liquidated abroad, but any tariff measure 
which raises prices will operate to expel gold. The expansion of the 
currency will have the same effect; we can not have currency expansion 
and a gold standard at the same time in this country. It is impossible. 
All this talk about a sound currency and an abundance of sound money 
is sheer nonsense. What is usually meant by sound money is dear 
money, and money can be made dear only by making it scarce, and, as 
Senator Jones says it is equivalent to saying they are in favor of 
scarce money, but plenty of it. The two things do not go together. 

I make this exception, Mr. Chairman, to what I have said about the 
gold standard. Between 1879 (after specie resumption in this coun- 
try) and 1802 we increased our indebt<^dness abroad by more than 
$200,000,000 a year on the average. That is, we increased our debt 
2,500 million in "the short period of twelve years. Thus, instead of pay- 
ing the interest on what we owed abroad, instead of paying balances 
with exports or with gold, we gave new notes; that is, we sold securi- 
ties. We sold bonds of one kind and another. But in 1892 they 
stopped taking securities. We were enabled during that period to 
maintain a higher level of prices in the United States than the level of 
other countries. 

When our creditors stopped taking securities then the demand for 
gold came. Now, if the Government will issue $250,000,000 of bonds a 
year for the next five or ten years, undoubtedly we can pay our interest 
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with new bonds — ^that i», give^ new notes for it — and then we can expand 
the currenc3% or we can by tariff legislation raise prices and still save 
oar gold, but tbe end of tiiat policy, of course, is national bankruptcy 
and ruin. It is the policy of *' after us the deluge." But there is no 
way by which we can maintain the gold standard here but by restrict- 
ing the currency, and not expanding it. We can not at the same time 
narrow the foundation of priuiary money, standard money, and then 
increase the superstructure of credit upon it and makci it safe or 
secure. That is impossible. Our currency must be regulated with 
reference to the foreign exchanges, with reference to maintaining an 
equilibrium of prices between this and other countries, if we would 
maintain the single gold standard. I submit there is no answer to that 
proposition. 

I beg to refer in this connection to the question of deposits and the 
extent of inflation possible under the proposed bill. Now, paper 
currency is not the only means by which prices may be raised, or by 
which we may have inflation. Indeed, the greatest inflation comes 
through bank credits — bank credits under the name of deposits. The 
re[K)rt of the Comptroller of the Currency shows that the total 
deposits of all the banks reporting for October 2, 1894, was, in round 
numbers, $4,700,000,000 and some odd. Now, what does that repre- 
sent! Why, it represents really a form of currency, but, instead of 
being represented by notes, it is a credit on the books of the banks 
against which the depositor can check. 

The old way, when banks were first started, and before this modern 
system, of bank credits was known, and when banks had the right to 
issue notes, if one borrowed a thousand dollars from a bank and gave 
his note for it the bank would issue to him its own notes, and he would 
take tliem and use them. The only inflation then, if there was any, 
was simply the notes of the bank. Now the bank gives the borrower a 
credit on his book and on thi* bank's books of a thousand dollars, which 
is called a deposit, although not a dollar has been placed in the bank 
by the borrower. The borrower then issues his own check on that. 
That credit has the same effect, so far as it goes, of so much currency. 

Let me group this together and state it, as I think I can, in a way 
by which my meaning may be easily understood. W^e have in the 
Unitetl States, say, sixteen hundred millions of currency, gold, silver, 
and paj)er. Now, that is divided in this way : A little over a thousand 
millions are in thje tills of merchants and in the hands of the people 
doing the everyday work of retail trade, paying the wages of labor, 
carrying on all the smaller transactions of the country. It is at work 
every day in the week; it is never idle. Five hundred and fifty mil- 
lions of that volume of money is in the banks, taking all tlie banks of 
the United fcitates. 

Now, upon that $550,000,000 as a basis, the banks have erected a 
superstructure of bank credits of t'owr thousand seven hundred niillions, 
but not quite all of that is subject to check. Some of it is only subject 
to check on notice, but that is the total. This five hundred and fifty 
millions has been thus expanded into four thousand seven hundred 
millions. Now <leduct from the four thousand seven hundred millions 
the five hundred and fifty millions, and in round numbers we have four 
thousand millions of bank credits, and some over $1,000,000,000 in the 
hands of the people. Now I submit it is through these two agencies, 
the money in the hands of the people and this credit currency in the 
bank, that all the transactions of every nature and of every description 
are carried on. Everything is liquidated by means of the one or the 
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other of these two forms of currency, and the claim that 90 or 95 per 
cent of all business is done on credit, or by credit instruments, is a fal- 
lacy. It is all done oat of this volume of currency and bank credits, 
the proportion being about four to one. The efficiency, however, is 
not as four to one. 

The efficiency of the actual money is at any rate twice that of the 
bank deposits; but it is right there, in the expansion of bank credits 
under the name of deposits, that every panic that has ever taken place 
in this country originated. That is the storm center. Now, in the 
panic of 1893, there were $500,000,000 in the banks and four thousand 
millions of credits. Those who had in the banks the *5(K>,000,000 of 
actual money became alarmed, but the other ])eo|>}c who liad deposits 
there did not become alaimed. They owed the banks, and they did 
not get alarmed by the panic. If they were ahirmed it was because 
they were fearful they would be called upon to pay before they wanted 
to pay. Those who had actual money in the banks became alarmed, 
and began to draw it out. When they drew out about ]»alf of it, as 
they did, then this volume of credit currency must be reduced, in one 
way or the other, or the proiwrtiou between the money and the pure 
credit would be destroyed. The credit could not he reduced to that 
extent at once, of course. 

Suppose that the $500,000,000 of currency had all been drawn out 
of the banks. Then, for the 4:inie being, this (jredit currency would 
have been absolutely extinguished, and in some places it was, pretty 
nearly. That is where the contraction and expaiision come in. There 
is the elasticity of credit, and that is the thing whicli is dangerous, and 
it is not easily controlled. Now, add to that tlie increase of bank paper, 
and let me show here how much it can increase. Under the bill 
before the committee or under the proposition before the ox)mmittee, 
the banks may issue up to 75 per cent of their capital, but as effect- 
ive circulation this volume will be reduced by a reserve deposit of 30 
per cent, leaving the ettective per cent of capital in the form of currency 
62J per cent. That is, the real limit to bank currency is 52J per cent 
of the capital. The plan of the Comptroller provides for 50 per cent, so 
that so far they practically agree. The capital of all the banks that 
may now issue currency is $1,060,000,000. Upon this $795,000,000 may 
be issued under existing law by the banks already in existence. From 
15 to 25 per cent must now be held as reserves against deiK)S]ts and 5 
"per cent against circulation. 

Under the proposed law no reserves are required against deposits; 
only 30 per cent against circulation. Assuming that the proposed law 
will require a reserve altogether of 10 per cent more than is required 
under the present system' against circulation and deposits, and it will 
cut down the volume of eflFective bank currency under the proposed 
law, say, to $715,000,000. If from this amount the present national- 
bank currency of $171,000,000 be deducted it leaves $544,000,000 as 
the possible intlation of the currency by existing banks, with no limit 
to the increase in the number of bjinks nor in the capital of existing 
banks. 

It will be seen that the proportion of bank credits to reserves of act- 
ual money is more than 6 to 1 and it often rises much above that propor- 
tion. Should as large a part of the new currency go into banks to be made 
the basis of bank credits it would increase this fund by $200,000,000^ 
upon which a superstructure of bank credits of $1,200,000,000 would 
in time be erected. Was ever a scheme so wild, uncertain, and unstable 
as this ever seriously proffered to a people before? Surely, there is 
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nothing like it in the history of money. No land- money scheme, no 
bond-security scheme ever proposed came up to this scheme to coin 
credit into money. 

Compare this with the restriction system of England, Germany, and 
other European countries. What other country would even for a moment 
entertain a proposition to turn over the issue and regulation of cur- 
rency to 10,000 banks t Indeed,itis apropositiontoomonstrousforany- 
body to consider and maintain mental equanimity. If the author of this 
acheme had, ever read the discussion on the subject of the regulation 
of currency which took place from 1810 to 1857 in England, or if he had 
ever read the Beport of the Parliamentary Commission of 1857 he would 
never htfve connected his name with a scheme that can be compared 
with no other ever proposed, except that once undertaken by John Low. 

Any proposition that turns over the regulation of currency to insti- 
tutions organized for private gain is at bottom wrong. Unless it is to 
their interest to furnish the business world with money they will not 
do it, and the business world must suffer the consequences. There is 
the fatal defect in this proposition, and which in my judgment is enough 
to condemn it utterly. 

Mr. Chairman, I will not take up the time of the committee any longer, 
but will simply say I am very much obliged to you, and that I would 
like to add to my statement a few quotations which 1 have not had 
time to read. 

Mr. Cobb, of Alabama. Can you give us something as a substitute t 
You have been tearing down, but you are not building up anything? 

Mr. Warner. I would do this: I would do exactly as is recom- 
mended in the rei)ort of 1857. There is but one way by which the cur- 
rency can be automatically regulated. The world has never found but 
one, and that is through the production of the metals. Subject the 
supply of money to the same laws that govern the supply of everything 
else. Then if the production of metallic money should be unduly 
increased, it would, of course, become depreciated, as would be made 
manifest by rise in prices; but the point would very soon be reached 
where it would be easier to obtain a dollar, or where a dollar could be 
obtained with less labor and energy by producing something else to 
exchange for it than digging it from the ground ; then the production of 
the metals would in that way be checked. I say that is the only 
automatic way the world has ever devised or ever known for regulating 
money. 

In addition to that, all money that supplements the metals should 
be rigidly limited to some proportion between population and business, 
the one purpose being to maintain stability — the greatest possible sta- 
bility. Again, another objection to the kind of currency proposed in 
this bill is, that it is not a legal tender. All money ought to be a legal 
tender. If it pretends to be money, it should be money when you pay 
it out as well as when it is paid to you. Nothing should be allowed to 
circulate as money that is not money. 

Mr. Johnson, of Indiana. Do you think it proper the money should 
be issued by the Government t 

jJHr. Warner. Either by the Government or by an institution under 
the control of the Government, and the issue of currency should be in 
accordance with fixed principles, subject to rigid regulation of law, 
and not left to the discretion of anyone or made subject to the interests 
of any private parties. 

Mr. «foHNSON, of Indiana. You do not favor a bank issue? 

Mr. Warner. I separate the bank business from issues. Issue of 
money is a separate and a distinct thing from banking. / ^^^i^ 
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Mr. Ellis. Mr. Warner, you did not elaborate on a suggestion made 
during your remarks, and I will ask you now to give us your view as 
to how the currency can always be maintained at par with the metals, 
the precious metals! 

Mr. Warner. The old rule laid down by Albert Gallatin, and gener- 
ally accepted in the discussions in England, was this: That a paper 
currency must not exceed what the volume of the metallic currency 
would be if there was no paper. That is the old principle, but I think 
that is too rigid. It does not take into account the existence of any 
other currency in the world but metallic money. That would be a 
strictly correct principle if the world's money everywhere ^Ise was 
limited to the precious metals except in the country issuing the paper. 

But the true rule I believe to be this. It is admitted as a general 
principle, first, that if there was nothing but metallic money in the 
world, it would distribute itself among the diflferent commercial nations, 
in proportion to their trade, under the circumstances under which trade 
is carried on in the various countries, each having what is called its 
distributive share, or what would fall to it as necessary to maintain an 
equilibrium in the general level of prices. ]N^ow, if a paper currency 
never exceeds this amount, it can not fall below the value of the metals. 

The law of distribution of money is just as true, however, of money 
composed partly of coin and partly of paper, if the paper is converti- 
ble into coin. Then the world's supply of money of that kind will be 
distributed in the same way that a metallic currency would distribute 
itself, only that the metallic part would pass from country to country 
in the settlement of balances or in maintaining the general equilibrium 
of prices. 

1 believe it to be a thoroughly sound principle that if our paper money 
never exceeds our distributive share of the world's money (that is, never 
exceeds what is necessary to maintain a lefvel of prices here at the 
international level of prices) it can not be depreciated. That is the 
doctrine of Ricardo and of economists generally, I believe. 

If the paper money is any less than our distributive share the metals 
(gold now) will come here to supplement it. Therefore, in laying down 
the rule for the regulation of paper currency you must draw the line of 
uncovered issues of paper far enough within what would constitute our 
distributive share of the world's money to always require some part of 
the coin of the world to supplement it, in order to maintain a general 
level of prices. 

That is the doctrine acted upon in the bank act of 1844. They drew 
the line at the lowest point which the currency of Great Britain had 
reached for a long time and took that as perfectly safe for uncovered 
issues. 

Mr. Ellis. You have expressed an opinion that the right to issue 
currency ought to be taken from the banks. What would you substi- 
tute in lieu of that! 

Mr. A. J. Warner. I would establish a department of issue to be 
under control of the Government absolutely, and conform the issue by 
that department to certain principles under established regulations of 
law — the principles to be laid down in the law. 

Mr. Ellis. Would you make that issue legal tender? 

Mr. A. J. Warner. Always. I would have nothing in circulation 
as money that was not legal tender. 

Mr. Ellis. How would you have them redeemed! 

Mr. A. J. Wariter. If you will sufficiently limit the amount of the 
paper redemption is immaterial, because it never will fall below the 
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coin level. In 1848 the Bank of France wa.s permitted to issue 
350,000,000 of francs in irredeemable notes. At first, but for a brief 
period, these notes did depreciate, but they immediately recovered 
and were never below par in coin afterwanls. 

Mrl Ellis. You stated in your address to the committee that the 
national banks would, in your opinion, if bonds were issued and they 
were permitted to get currency on them, take out currency up to 'the 
full amount, and that they would flood the country with money. 
Explain why it is that, under the power they have had under the exist- 
ing law, they have not availed themselves to the full extent, and have 
not issued the currency which they were entitled to issue? 

Mr. A. J. Warner. I stated that if they could get bonds bearing a 
rate of interest high enough to make it profitable for them to issue cur- 
rency they would do it. And that is the reason why they did issue so 
rapidly early under the national banking act. It was because they could 
get bonds at par bearing 5 and 6 per cent interest, and then they put 
out the currency as fast as they could. 

But now the bonds are at such a high premium and the interest so 
high that it is not profitable for the banks to issue currency. In other 
words, if you make it profitable for them they will put out all the cur-, 
rency they can get out, and there is no limit to that. 

The Chairman. State why it is that those banks, which have already 
put up their bonds to a certain amount, have not taken out the fuU 
amount of the currency to which they are entitled. Banks, in organ- 
izing, are required to put up a certain amount of bonds. Why do they 
not issue currency to the full amount of these bonds t 

Mr. A. J. Warner. They do, generally, unless they are holding the 
bonds for some other purpose. 

The Chairman. The bonds are in the Treasury of the United 
States. 

Mr. A. J. Warner. They, perhaps prefer to hold the bonds where 
they can dispose of them. 

The Chairman. The law requires them to keep them in the Treasury 
in order to maintain their organization. 

Mr, Ellis. Where the banks have put up the minimum of bonds 
they have not taken out the circulation to which they are entitled and 
which they can have without further expense to themselves. Why 
have they not taken out the circulation! 

Mr. A. J. Warner. I know of no reason why, except that they 
prefer to hold the bonds for immediate sale or for use in some other 
way. 

Mr. Ellis. They can not use them. They are in the Treasury. 

Mr. A. J. Warner. I can see no reason why they did not issue that 
amount of currency. 

Mr. Cox. These banks had to put up the bonds in the Treasury under 
their charter. They are generally 4 per cent bonds and the interest on 
them is paid quarterly. Does it not often occur that the bank realizes 
quite as much in taking its interest on those bonds without any risk 
as it would by taking out the currency! 

Mr. A. J. Warner. I did not understand at first just what bonds 
were referred to. At times like this when prices are falling and the 
rate of interest is very low and security is uncertain, there is no object 
in the banks taking out more currency, as they can not even lend the 
currency they have. Always at times when prices are falling it is 
unprofitable to invest money in property of any kind. It is more pro- 
fitable to hold the money, because that is rising in value all the time, 
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and the banks had better hold it in their Vaults, had better bury it than 
to invest it in property which is going down. 

Mr. Cox. Is not that the same rule that applies when they are hoard 
ing goldt 

Mr, A. J. Warner. Precisely the same. 

Mr. Ellis. You have examined the Baltimore plan and the Secretary 
of the Treasury's plan; state whether if either of those plans were 
adopted it would increase the volume of currency in the country. 

Mr. A. J. Warner. I think either of them would increase the volume 
materially, after time enough had been given to let it get into full opera- 
tion. 

Mr. Ellis. What would be the effect on agricultui-al products if 
that happened t 

Mr. A. J. Warren. There would be a general rise in prices, except 
in products which depend for their market mainly on foreign demand, 
such as cotton or wheat, the surplus of which goes abroad. These 
would be affected only to the extent that the entire currency of the 
country became depreciated under the influence of an augmentation of 
volume. Other things, however, pretty generally, such as lands, houses, 
and everything not exportable and not dependent on foreign demand 
or on gold prices abroad, would rise. 

Mr. Ellis. Wliat would be the effect on the price of gold if either • 
one of those systems were enacted into lawt 

Mr. A. J. Warner. The first effect would be, as stated by Mr. 
McGuUoch and by Bicardo, a depreciation of the entire circulation as 
compared with the currency of other countries. That would involve 
gold along with paper, as stated by Webster; and that would be man- 
ifested by a general rise of prices here. 

But gold would immediately begin to go out, and from a debtor nation 
it would go out fast. As soon as gold goes abroad (whether drawn 
from the Treasury or drawn from the banks) confidence would be shaken 
in the stability of the currency, and undoubtedly after a time gold 
would go to a premium, and there would almost certainly be a rush and 
a panic right there. 

The Chairman. Do we understand that you are of the opinion that 
the volume of money in any country regulates the prices of commod- 
ities in that country and fixes themt 

Mr. A. J. Warner. Always. The prices are determined by the 
proportion of commodities to things to be bought and sold. 

The Chairman. What is the per capita circulation in Francet 

Mr. A. J. Warner. About $42, 1 believe. 

The Chairman. And what is it in England? 

Mr. A. J. Warner. From $18 to $22 — dependent on the estimate of 
the coin in circulation, which is not acurately known. 

The Chairman. Is there that disparity between prices in England 
and France! 

Mr. A. J. Warner. No, sir; there is not that disparity. Neverthe- 
less, prices depend on the proportion of the volume of money in a 
country as compared with commodities. In France the currency is 
supplemented by less than two thousand millions of bank credits. 

In England, however, the circulation is supplemented by more than 
four thousand millions of bank credits, and when you put together the 
total currency (that is, the currency which operates on prices) you 
have at all times a very close approximate to an equilibrium; that is, 
the currency of England plus its bank credits (which does work as 
money) equals almost exactly the currency of France, plus the bank 
credits of France. 
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The Chairman. I understand you to mean by bank credits the whole 
amount of deposits in banks subject to check? 

Mr. A. J. Warner. Yes; that is ii|?ht. 

The Chairman. Have you ever esiimated what would be the per 
capita circulation in this country if you include in it the bank credits! 

Mr. A. J. Warner. We have about four thousand millions in bank 
credits, one thousand millions in actual money in the hands of the peo- 
ple, and $550,000,000 in the banks. 

The Chairman. What would be the per capita in this country! 

Mr. A. J. Warner. Divide the live thousand millions by 70,000,000 
of population and it will leave the per capita about $70, which is less 
than that of England, including bank credits. But the relativeefldciency 
of bank credits and currency aie not the same. They are not equal. 
So that 1 usually count that it takes $2 in bank credits to do the work 
of $1 in actual currency. 

The Chairman. The amount of bank credits jn the country depends 
upon each individual making deposits in banks rather than keeping 
the money in his pocket. 

Mr. A. J. W'arner. Deposits in money represent only an average of 
20 per cent. The remainder consists of credit. But it atiects prices, 
as I will show you by a paper 1 have here (after a search). 1 find that 
I do not have the paper- 1 thought I had, in which I have given the 
proportion of currency to bank credits, attempting to equalize them as 
to their efficiency, but it is practically as I have stated. Instead of 
90 or 95 per cent of business being done with credit, we have about 
four times as much bank credit as currency in actual circulation. 

Its efficiency, however, is only about one-half an equal amount of 
currency. And that is true of the bank credits of other countries, 
but possibly not in same degree. You must take into account th e con- 
ditions that exist in each country in comparing the currency of one 
country with the currency of another. 

The Chairman. You have stated that bank credits affect prices as 
well as currency itself. 

Mr. A. J. Warner. Yes, sir. They operate, as Mr. McLeod says, 
almost the same as the old bank notes; and they no doubt do take 
the place, in a large measure, of the old bank note issue. 

The Chairman. If there was no tariff system between England and 
France, and no customs duties, would there be any difference between 
prices of ordinary commodities in England and France except the 
freight interest and charges! 

Mr. A. J. Warner. That is all. 

The Chairman. Then what has this volume of currency in each 
country to do with it! 

Mr. A. J. Warner. The volume of currency determines the price 
level in both countries. 

The Chairman. But the per capita circulation is $40 in one and 
only $18 in the other. 

Mr. A. J. Warner. That is qualified by the bank credits of the one 
aa offset by the bank credits of the other. John Locke stated that 
law — that when the same quantity of money is i)assing up and down, 
the king in trade, then the variation in the prices of things, one with 
another, is in the things themselves under the law of sui)ply and 
demand. But when you change the quantity of money that operates 
on prices, then you change the general level of prices. 

The Chairman. Is it not a fact that at this time there is in the United 
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States a redundancy of currency compared with the business wants of 
theeouutryf 

Mr. A. J. Warner. When prices are falling, and the volume of cur- 
rency is beinp: contracted money always accnnmlates in money centers. 
There are 5,000 persons each day added U^ the popuhition, or a million 
and a half in a year, and there is no increase in the money volnnje. 

Prices must ^o down. They are not low enongh in this country to 
enable us to pay our debts abroad with goods, and therefore we are 
paying tliem in gold. Evt^ry business uian who looks ahead knows that 
prices must go lower, that there is no possibility of a rise in prices under 
present conditions, and thei'efore he knows that he can not afford to 
borrow money to invest in property or business. He holds his money 
because that is the thing which is increasing in value, and under that 
condition of things nobody wants to borrow money. 

The Chairman. Why does not the redun<lant currency intiate pi icest 

Mr. A. J. Warner. Hecause the money itself is in<'reasing in pur- 
chasing power all the time. It is the most profitable thing to hold. If 
a man has money now he had better bury it. It is the buried talent 
that is now increasing, not the talent that is being used. Always 
when prices are falling money will gather in hoards. 

The Chairman. You stated that if we issued a thousand millions 
of 5 per cent bonds the banks would take tlierm up and issue nine hun- 
dred millions of a circulating medium. 

Mr. A.J. Warner. I have no doubt of it. 

The Chairman. If that were the case, would it inflate prices! 

Mr. A. J. Warner. It would not. 

The Chairman. Why not! 

Mr. A. J. Warner. Prices are not inflated now because all of the 
wealth of the country is offered against money. All the ])r(»|>erty that 
I have is offered against money, but I can get little or nothing for it 
because i)rices are falling and money rising. Those who h«ave money 
will not give it for property. They will lend money, but there is a 
great diflxncnce between lending money and paying it out for pmperty. 
But this would all change when inflation began and i)rices began to rise. 

The Chairman. If there is sixty millions of currency in the vault^sof 
the banks which no (uie will borrow now, would anybody borrow if 
there was nine hundred millions more in the vaults of the banks? 

Mr. A. J. Wvrner. Just as soon as i)rices begin to rise and it became 
profitable to invest money, then everybody would want monry, and 
proi)erty of all kinds would begin to advance. If this bill should pass 
l)roperty would begin to rise immediately. Investments would go from 
one thing to another; people would buy pig iron, and land, and every- 
thing else, because they would know that prices were going up. 

The Chairman. You mean Mr. Carlisle's bill! 

Mr. A. J. Warner. Yes. 

The i'liAiRMAN. Then ycm ought to be in favor of it. 

Mr. A. J, Warner. I am in favor of a stable currem^y, not of infla- 
tion one year and stringency the next. 

Mr. Warner. You do not believe in the elasticity of currency! 

Mr. A. J. Warner. Hlasticity in currency is a dream; it is a delu- 
sion. I might almost say that I think it is a modern fad. But there 
is a time when there ought to be provision made for the issue of more 
currency. 

Mr. Walker. Y^)u mean the temporary issue of currency t 

Mr. A. J. Warner. Yes; its temporary issue, and that in time of 
panic. The expansion of currency goes on as long as prices rise and 
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confidence is kept up. Then everybody is willing to take money, 
because he can use it profitably. When the limit is reached, gold goes 
out of the country, and then explosion comes. Confidence is destroyed, 
people with money in the banks draw it out, and at such time there is 
no danger of having too much real money. 

I think that the thing we need now is a provision for an issue of cur- 
rency at that moment when credit currency in the banks is gone or is 
impaired, and when credit generally is destroyed. There ought to be 
a provision for issuing currency at such a time on securities; and that 
can be done through a department of the Government provided for the 
issue of currency. 

It ought to be an issue without limitation, but on securities, with the 
condition that those getting it shall pay a rate of interest for it, says, 
from 2 or 3 per cent up, increasing as the quantity increases. That 
would operate to force the money back when the emergency that called 
it out passed. That is the wise provision of the Imperial Bank of Ger- 
many. The German Government allows an issue almve the fixed limit, 
by paying to the Government a tax of 5 per cent. 

Mr. Black. What security would you require for the issue of this 
money? 

Mr. A. J. Warner. I would let the banks deposit securities in tlie 
Government bureau and take out currency on which they should pay 
to the Government an interest of from 2 to 5 per cent, or higher, if 
needed. With such an interest on it they would only use the money 
as long as it was necessary to supply the demands. 

Mr. Black. Would that not embark the Government in the banking 
business! 

Mr. A. J. Warner. The furnishing of currency is entirely different 
and separate from banking. It is like providing coin. And I hold 
that j^ou might as well turn over the coining of money to the gold- 
smiths as the issuing of paper money to the banks. 

Mr. Black. Why did not the framers of the Constitution, when 
forming that provision which dealt with money, go a little further and 
borrow your ideal 

Mr. A. J. Warner. They provided for coining money and regulat- 
ing its value. But that was over one hundred years ago, when the 
modern system of commerce had hardly arisen. 

Mr. Black. Can the modern system of commerce carry us beyond 
the fundamental institutions of the Constitution in that connection! 

Mr. A. J. Warner. I think that the decision of the Sui)reme Court 
tliat the Government has the right to issue notes settles that point, 
and if the Government may do it dirciftly, it may do it through an 
agency. It may provide an agency adapted to that end. I remember 
that in a speech made in 1«S81 by the })resent Secretary of the Treasury 
difierent opinions were expressed by him from those exi)ressed in his 
late report. He (juotes the decision of the Supreme Court on .that 
point. 

Mr. Black. You say that the Government may do this through its 
agents! 

Mr. A. J. Warner. Yes. 

Mr. Black. Is not the bank a very good agency of the Government? 

Mr. A. J. Warner. It would not be practicable to let every single 
bank in the United States issue money under this emergency plan, and 
then the demand for it will come mainly tVom the great centers of com- 
merce — from New York, Boston, and Baltimore; and if you provide for 
an increase of temporary currency to stay panics in those centers it 
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will be effectual for the whole country, and I think that it ought to be 
done immediately. 

Mr. Warner, Your idea is that panic culminates when the banks 
will not or can not lend money on securities which people have to offer? 

Mr. A. J. Warner. The explosion will not come until the banks 
have pretty, nearly reached the limit. Then the currency increases 
and prices rise and gold goes out, and the panic comes and the public 
is made to suffer. 

Mr. Warnek. The banks either will not or can not lend money on 
securities, and the people who have taken their moiiey out of the banks 
can not. And your idea is that Government should not lend money 
on securities so long as anybody else will take those securities, but 
that when the securities are such that nobody else will take them, the 
Government; ought to take them and lend money on them? 

Mr. A. J. Warner. Issue it to the banks. 

Mr. Warner. That is, whenever nobody else will lend money on 
securities we ought to provide that a person holding those securities 
may take them to the Government and get money on them? 

Mr, A. J. Warner. Nobody else can. Tlie only power strong enough 
to come in and do that is the Government itself, and I hold it to be the 
duty of the Government to supply currency to the country. 

Mr. Warner. In other words, when nobody else will or can lend 
money on securities, the Government onght to do it! 

Mr. A. J. W^arner. Yes ; and do it on securities. It is simply pro- 
viding currency when currency is greatly needed. 

Mr. Warner. How long would the credit of the Government last in 
that case? 

Mr. A. J. Warner. It would not be impaired at all. The credit of 
the Government would not be impaired if it should x)ut out at such a 
time one or two or three hundred millions of currency, just as the Imi>e- 
rial Bank of Germany may do and as it has done. By taxing this cur- 
rency, it will come back very rapidly as soon as the panic is over. 

Mr. Warner. In 1893 we had something like three thousandmillions 
of different classes of gold and securities on which banks could ordi- 
narily get money without any trouble. Would you have the Govern- 
ment issue currency against all of them? 

Mr. Warner. Y'ou do not require bullion as a security? 

Mr. A. J. Warner. No. 

Mr. Warner. Then ultimate redemption means what the securities 
might sell for? 

Mr. A. J. Warner. It is seldom that bank notes fail to be redeemed. 
Even under our old system of wildcat banking the notes were almost 
always redeemed after a time. 

Mr. Warner. Did the redemption of the notes the next year help in 
the i)anic? 

Mr. A. J. Warner. No; it did not, although the banks often went on 
issuing notes even after the bank had suspended. That was done in 
1837. But let the Government, through a department, issue notes that 
would circulate as money at this time and under conditi(ms that would 
force them back after the exigency was over. The Bank of England 
three times, in 1847, 1857, and 18GG, had the limitation on its issue sus- 
pended, and the bank was allowed to issue notes without limit. But it 
has never had to avail itself of that very much, and I think that by 
depositing securities for currency, to be issued by the Government, 
there never would be a great amount of such issue, and as to credit, 
the Government could secure itself from ultimate loss. 
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Mr. Warner. Then your idea is to let the GoverniDent issue money 
on securities on which banks would not issue the money f 

Mr. A. J. Warner. 1 have not laid down the principle of the Gov- 
ernment issuing money on securities at any time, except in times of 
panic. 

Mr. Warner. And you would have the Government lend money on 
securities as long as securities could be furnished, and then, if the 
wants of the community demanded more money, you would have the 
Government issue it w^ithout security, as the Bank of England did! 

Mr. A. J. Warner. No; I simply argue that we ought to follow the 
plan of the Imperial Bank of Germany. 1 think that the safest, the 
soundest, and the best system. 

Mr. Warner. That is, you would have the quasi security of a high 
rate of interest on the money issued. 

Mr. A.J.Warner. Yes; a rate of interest that would force the notes 
back when the panic was over. 

Mr. Warner. Would you have any limit to the advance of money at 
that rate! 

Mr. A. J. Warner. I would make no limit but the security. When 
credit is destroyed there is no danger of an overissue of money. 

Mr. Black. As I understand, your apprehension is that Mr. Carlisle's 
plan, if enacted into law, would drive gold out of the country! 

Mr. A. J. Warner. I have no doubt but it would. 

Mr. Black. And you think that that would be very disastrous! 

Mr. A. J. Warner. As long as we are attempting to maintain the 
gold standard it would undoubtedly be very disastrous to have that 
broken. 

Mr. Black. Is that the only reason for it! 

Mr. Walker. That includes all others. 

Mr. A. J. Warner. It includes man^^ others. I do not want to be 
understood, however, as saying here that I think the fact of gold going 
to a premium would be detrimental (if it went there and stayed there) 
permanently to the United States. Indeed, I go a step further and 
say that I do not believe that any debtor nation on this earth can long 
maintain the gold standard, the United States not excepted. No 
debtor nation has done it. Hvery one that has tried it has failed, and 
the Unite<l States, as a debtor nation, must fail. 

Mr. Black. You mean that if we exi)and our paper currency as long 
as we are on a gold standard, it is like adding to a superstructure 
without strengthening the foundation! 

Mr. A. J. Warner. That is it exactly. 

Mr. Black. You have given us the principle which you say ought to 
control the issue of pa]>er mcmey. According to that principle have 
we enough i>aper money now, or too much, or how is it! 

Mr. A. J. Warner. I do not think we have too much. 

Mr. Black. Have we enough! 

Mr. A. J. Warner. That depends altogether on the range of prices 
that you wish to maintain. If you wish to maintain the present low 
range of prices, yes. If you think that ])rices ought to be advanced, 
no. I think it more imi)ortant to maintain stability than it is to have 
any given range of prices. However, I think that prices are altogether 
too low, relatively, to debts now. 

Mr. Black. With that opinion, have we too much currency, or too 
little, or enough! 

Mr. A. J. Warner. Too little. 

Mr. Black. How much more do you think we ought to have! 
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Mr. A. J. Warner. I tbiiik we ought to restore at once the bimetallic 
standard of money, subjecting the money supply to the production of 
the mines, as through all the ages of civilization. I think that instead 
of narrowing the foundation of primary money to gold alone, while 
increasing the superstru(;ture of credit, we ought to broaden the foun- 
dation of primary money, and make or increase our currency in that 
way. I think we ought to have more money, but it should be solid 
money — standard money. 

Mr. Cox. What ratio between the two metals would you suggest! 

Mr. A. J. Warner. 1 should restore the bimetallic standard at the 
ratio which has always existed. Then, after you have given monetary 
use to silver, if it is found that its value is not the same as gold, and if 
it is impossible to maintain parity of the coins of thetwo metals, there 
would be more reason to talk of a change of ratio. But remember, 
however, that the value of gold or silver depends mainly on its mone- 
tary use. We have taken the monetary use away from silver and 
doubled it up on gold. 

Mr. Johnson, of Indiana. Do you think that parity would be main- 
tained under the ratio you have suggested? 

Mr. A. J. Warner. Let me finish my statement, please. The chief 
value of the gold comes from its monetary use. The chief value of sil- 
ver formerly came from its monetary use, and it is impossible that the 
value of silver bullion can now be the same as that of gold at the old 
ratio, with the monetary use doubled up on one and denied the other. 

Mr, Black. You say that the value of the metal depends on its nse 
as money f 

Mr. A. J. Warner. Yes; largely or mainly. 

Mr. Black. Its use by whom! 

Mr. A. J. Warner. By the world; by everybody. 

Mr. Black. When the use of silver has been discontinued by the 
rest of the w(uld besides this country, how can we restore its use alone 
by ourselves! 

Mr. A. J. Warner. That brings me back to the question which was 
asked by the gentleman from Indiana (Mr. Johnson), can the United 
States nmintains the parity of the two metals. I will give what I con- 
ceive to be the conditions under which the parity would be broken, and 
it would not be broken until that time, provided you allow no increase 
of the paper currency of the country. Our distributive share of the 
world's money now is about $l,<i(K),000,0(H) under the conditions in 
which money is used and tnule carried on in this country. That is, it 
takes about 8l,0(K),()0(),0(K) to maintain the e(iuilibrium of prices 
between the United States and other countrievS. 

That being the case, if we added less than 81,000,000,000 (say that 
we were reduced to $ 1 ,*J00,000,O00) prices here would fall below the 
international level, and gold would come here to make uj) the deficiency 
and to restore the eciuilibrium. The Secretary of the Treasury gives 
$025,000,000 as our gold, but 1 think that it is entirely an overestimate. 
If we restored the coinage of silver immediately and did not increase 
the paper currency at all, gold would go to a ])remium and leave the 
country only when we had provided ourselves with a volume of money 
by the coinage of silver eipial to our distributive share of the world's 
money without gold, and when we had reached that limit gold would 
be gone and the parity broken* Now, how long would it take to pro- 
vide the country with a form of money large enough to constitute our 
distributive share of the world's money without gold? That is the 
problem. 
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Mr. BROSirs. Do you include bank notos as money! 

Mr. A. J. Warner. I do. 

Mr. Hall. My mind is all deformed by >our use of the term 
"money." I want to see if I can clear myself up a little bit. Do you 
use the term mone^^ to include checks, drafts, and bank credits! 

Mr. A. J. Warner. I do not. 

Mr. Hall. When you are speaking about any increase of the forms 
of mtniey in connection with prices, do you mean that to apply to bank 
ore^lits and checks and drafts and clearing-house receipts and bank 
notes! 

Mr. A. J. Warner. I do not. Checks and drafts are never money, 
and are never classed as money. Bank credits are not classed as 
money for this reaR$on : That the form of bank credits will vary with the 
supply of currency and with business demands for discounts. Money 
embraces gold and silver and bank notes intended to circulate as 
money— indeed all forms of paper money. 

Mr. Hall. I understood you to say that any increase in bank cur- 
rency (or what is known as bank notes) increases the prices of com- 
modities! 

Mr. A. J. Warner. Bank notes do, certainly. 

Mr. Hall. I wouhl like to read this statement to you : 

An issue of notes, smaller than what the public could employ and keep out in cir- 
culation, means only an inconvenience really trifling. Checks and bills would be 
more freely used, and that would be the whole of the matter. A little more gold 
coin would perhaps be employed, but the quantity would be trifling, and the value 
of gold is determined, not in linglaud, but in Europe generally, or rather over the 
whole world. 

A diminution of bank notes does not make this spare capital smaller; it only 
places less of it at the disposal of the issuing banker. Hank notes are but paper — 
paper tools — not the property or capital itself. Interest does not depend on more or 
fewer tools of paper being used, but on w«nilth .availiiblo for lending. 

Banking, with all itfl machinery of bank notes, checks, bills* and the like, is 
only intermediate agency ; the only thing it does is— not to create property, but 
simply to place it in different hands. There is only one case in which an issue of 
bank notes might tell on interest, and that is in a particular snot, at a sxieclal time, 
and under stated circumstances — in a panic in the m<»ney marKet. 

Therefore, drawing the conclusion that by increasing the forms of 
bank notes there is no increased range of prices. Is that statement 
true! 

Mr. A. J. Warner. There is no increase in the price of gold. 

Mr. Hall. 1 did not speak of gold. I am speaking of commodities. 

Mr. A. J. Warmer. It is not true at all. 

Mr. Hall. You have taken the ix)8ition that any increase in the 
forms of bank notes is the same as an increase of what you call 
primary money ! 

Mr. A. J. Warner. If the bank notes perform the same work as 
primary money, and if they go into circulation the same, then their 
e£feet is the same; but the effect of bank notes and of primary money 
is not always quite equal. 

Mr. Hall. John Stuart Mill lays down the principle that any 
increase in the forms of money increases the prices of commodities, 
and that any decrease in the forms of money decreases the prices of 
commodities. Is that so? 

Mr. A. J. Warner. Yes; that is the law. 

Mr. Hall. Do you maintain that this principle applies to bank 
notes t 

Mr. A. J. Warner. Precisely the same as any other form of money. 

Mr. Hall. I read that to show how far you differ from Bonamy Price. 



Digiti 



zedbyLjOOgle 



264 NATIONAL CURRENCY AND BANKING SYSTEM. 

Mr. A. J. Warner. I differ from hiin almost in toto. I coald bave 
told you that ia the beginning. Bonamy Price is sound on almost 
nothing. 

Mr. 8PERRY. I want to inquire once more about your statement that 
an increase of money in any country increases the prices ot commod- 
ities. 

Mr. A. J. Warner. The prices of everything bought and sold. 

Mr. Sperry. Would it increase the price of labor? 

Mr. A. J. W^ARNER. Very little; at first, not. The rise in the wages 
of labor will follow a rise in prices, but the wages do not go up usually 
until after a rise in prices, and they do not fall until after a fall in 
prices. 

Mr. Sperry. According to the reports of the Secretary of the Treas- 
ury, the total amount of money in the country was 774 millions. The 
actual amount outstanding (outside of the United States Treasury) was 
751 millions. In 1892 the actual amount of gold money in the country 
was 2,219 millions, or an increase of 200 per cent. Now, predicating 
my inquiry on the facts as stated by the Secr«»tary of the Treasury, 
that there had been an increase of 200 per cent from 1873 to 1892, how 
do you account for the fact of the fall in prices in the presence of a 
great increase in the amcmnt of money in the country ? 

Mr. A. J. Warner. In the first i)lace, I challenge the correctness of 
that statement as to the 2,200,000,000. Coin and currency and cer- 
tificates are counted twice over to make that up. 

Mr. Sperry. 1 assume that the condition stated in 1873 was pre- 
cisely as stated in 1893? 

Mr. A. J.Warner. Xo; I beg pardon. They were not the same. We 
had no silver in 1873; no silver coin on which certificates were issued. 
We had no gold in circulation in the country, and no estimates of gold 
in the country.* We had no subsidiary silver in circulation, and no 
estimates of subsiiMary silver. I think that that statement of the cur- 
rency is excessive. 

The estimate of gold in the country is without any data. There is 
no data on which to found an estimate of 025,000,000 of gold in this 
country outside of the Treasury, and the Treasury does not pretend 
to have any. The estimate as given, would require ov^r 4(K).000,000 
in the pockets of the people outside of the banks this side of the Mis- 
souri River. Does anybody believe that? That estimate is based, in 
the first instance, on the guess of Mr. Burchard, when he was Director 
of the Mint, and it has been added to and taken from as coin and bullion 
have come in or gone out from the Treasury, without counting what has 
been taken out of the country by private inclividuals, or which has been 
consumed in the arts. I therefore say that this estimate of the volume 
of gold in the country is excessive by. not less than 200,000,000. 

That estimate of currency, too, takes no account of the loss of legal- 
tender notes or bank notes by tire, by wear and tear, or in any other 
way for thirty years. When you have equated them, and taken the 
proportion of actual currency at that time and now, I think that gentle- 
man will find that the law 1 have stated holds good. 

Mr. Sperry. The Government cannot c<nitrol bank credits, so that 
that element does not come into this discussion. 1 understood you to 
say that, under your plan, an increase of money in the couutry increases 
the price of commodities, and that a decrease of the circulating medium 
decreases prices. 

Mr. A. J. Warner. Always. 

Mr. Sperry. I hold before me an estimate of the Secretary of the 



Digiti 



zedbyLjOOgle 



NATIONAL CURRENCY AND BANKING SYSTEM. 265 

Treasury. It is Dot stated in gold nor in silver, but, from such informa- 
tion as is accesible to him, he has estimated that the money of all kinds 
in the country outstanding, outside of the Treasury, in 1873, was 
175,000,000, and that in 1892 it was 1,600,000,000. Now, you can strike 
off 100,000,000 for inaccuracies, if you want to, and still there is an 
increase of 100 per cent in the forms ot circulating mediums, and there 
is a fall in pric^es. 

'Mr. A. J. Warner. There hart been a larger volume of money up 
to that time. There was a collapse following the panic, when prices 
went down to where they had not been at any time before. 

Mr. Sperrv. You assume in your answer that there had been more 
coin in circulation previous to that time. The figures of the Secretary 
of the Treasnry iiidicate that there never was so much money previous 
to that time. 

Mr. A. J. Warner. From what statement do yon read? 

Mr. Sperry. From a statement of the Secretary of the Treasury 
showing the amount of money in the United States in the Treasury 
and in circulation on the dates specified. 

Mr. A. J. Warner. All that I have to say of that is, that if that 
statement is trne then all the Seciretaries of the Treasury (including 
Chase, McCullough, and Boutwell, and all who occupied that office 
immediately after the war), did not tell the truth, for they stated the 
volume of currency following the war as averaging more than $50 per 
capita. 

Mr. Sperry. The stability of your theories depends on your imiieach- 
ment of the accuracy of the Treasury figures; is that it? 

Mr. A, J. Warner. The stability of my theories does not depend on 
that at all, but I do say that the statement given of the volume of 
money at the close of the war is not correct. 

Mr. Sperry. In 1873 f 

Mr. A. J. Warner. Before thatf 

Mr. Sperry. I am not asking anything before that. I am taking the 
data for 1873. 

Mr. A. J. Warner. I do not challenge the statement as to 1873, but 
as to the volume of currency before that. 

Mr. Sperry. Never mind that; I do not care about it. It is not in 
this case. I am speaking of the range of prices. Since 1873 they 
have been constantly downward, while the money outstanding has 
been constantly upw^ard. Now, 1 want you to reconcile that fact with 
your theory that an inciease of money meant increased i)rices. 

Mr. A. J. Warner. We have had an increase of population. The 
population has increased about 00 per cent over that of 1873. And as 
early as 1873 the circulation had not become very widely spread over 
the whole country; that is, not in the South. That was soon after the 
war. The first exi)ansion of the currency had to go to the South. 

Mr. Sperry. I do not want to wander down South. 

Mr. A. J. Warner. You must do it. Then there has been, of cx)urse, 
an increase of wealth in this country, an increase faster than the increase 
of ])opulation. The census reports show that things to be bouglit and 
sold have more than doubled in the United States in that time. Now, 
we compare the volume of currency with population and wealth. 

Mr. Sperry^. Compare it with population, but never mind wealth. 

Mr. A. J. Warner. We must take wealth into the count. 

Mr. Sperry. The per capita circulation in this countr}^ in 1873 was 
$18, and in 1892 it was over $24. 

Mr. A. J. Warner. That assumes that there is 025,000,000 of gold 
in circulation, and that there has been no loss of paper cui^^yy|Qip 
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Mr. Sperry. It assumes Dotbing; it states facts. 

Mr. A. J. Warner. I know; but it is based on the supposed circu- 
lation of gold which I do not think exists, and it takes no account of 
the increase of wealth. The two elements which determine prices are 
the quantity of commodities and the number of people to make 
exchanges; that is, the things to be bought and sold and the number 
of people to carry on trade. 

Mr. Sperry. When you stated to this committee that an increase of 
money would increase prices, did you take into account the increase of 
wealth! 

Mr. A. J. Warner. That is, of commodities. Certainly; I spoke of 
an increase of currency as compared with commodities or wealth. 

Mr. Warner. Do you include in currency bank deposits! 

Mr. A. J. Warner. I did not take deposits into account. 

Mr. Warner. Did we not have to take them into account to 
straighten out France and England a few minutes ago? 

Mr. A. J. Warner. When you take it into account in that way yoa 
assume that it will vary always iu the same country pretty nearly aa 
the volume of currency varies. 

Mr. Warner. AVere you not explaining a few minutes ago that its 
failure to do so is what made this great dilference between bank credits 
and actual money ? 

Mr. A. J. Warner. Yes; it attects prices, undoubtedly. 

Mr. Warner. Is your theory anything more than this, that under 
similar circumstances similar causes will produce similar results? 

Mr. A. J. Warner. I have stated that if there is an expansion of 
credit it will have its effect on prices for the time being, but I say it 
is generally assumed that credits will expand and contract with the 
currency. 

Mr. Warner. You have explained it as a matter of fact that that is 
not what they do at all. 

Mr. A. J. Warner. And they affect prices. 

Mr. Warner. So that the i)rlces which are modified by these vary- 
ing figures need have no necessary connection with the amount of 
actual currency in the country? 

Mr. A. J. Warner. Credit may vary one way or the other more 
rapidly than the currency. It will affect prices, but it is so difficult 
to measure the effect that it is seldom taken into account, it being 
assumed that there always will be about the same proportion between 
money and credit. 

Mr. Speury. You have stated that an increfise of money in the 
country wouhl increase prices and also increase wages. 

Mr. A. J. Warner. It will increase prices, and ultimately increase 
wages. 

Mr. 8PERRV. Now, I will read to you from the report of the Finance 
Conmiittee of the Senate in the Fifty-second Congress an estimate made 
of wages in this country from ISU) to 1891. The co»nmittee took 
the year IMJO as the year to start from, and ascertained what the 
wages were, calling the wages of this year 100. From that they went 
backward to 1840, estimating the percentage of loss, and then forward 
to 1891, estimating the percentage of increase. In 187.*i, on that basis^ 
the wages were iSi.4<S, and in 1891, 81.60. 

Mr. A. J. Warner. The wages given there are wages in organized 
industries, but that does not include wages in agriculture or the wages 
of those that depend directly on the price of what they produce. It 
includes only wages in organized industi'ies, and there it is true that 
through labor organizations wages were raised by combinations and 
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strikes. Wages were raised for the time being even while prices were 
falling, but there was more idle labor and less time was made and 
earnings were less. Bat the law will assert itself, and wages must, in 
the end, obey that law and come down. Halt the people working for 
$1 a day can not biiy what the other half prodnces at $2 a day. 

Mr. Brosius. Would you not, for the convenieiiceof your statement 
that an increase in the volume of currency increase prices, qualify it 
with the words, "other things remaining the samel" 

Mr. A. J. Warner. The increase in tlie volume of money relative to 
population and commodities increases prices, that means other things 
remaining the same. 

Mr. Johnson, of Ohio. When you speak of currency being loaned 
to banks on security, you would prefer Government bonds, of course? 

Mr. A. J. Warner. I would prefer Government bonds. 

Mr. Johnson, of Ohio. You believe that Government bonds, in a 
time of panic, sliould be changed into legal tender currency? 

Mr. A. J. Warner. Yes; I think that would be a good provision in 
time of panic for the Government to issue a certain amount of currency 
on interest and to take as security Government bonds iirst and then 
perhaps other securities. 

Mr. Johnson, of Ohio. Would you lend that money to any bank? 

Mr. A. J. Warner. I do not like the term "lending." I would issue 
it as currency. 

Mr. Johnson, of Ohio. Bnt that is the fact. 

Mr. A. J. Warner. 1 think you have done enough when you pro- 
vide to supply the great centers with currency. 

Mr. Johnson, of Ohio. Would you lend to State banks as well as to 
national banks? 

Mr. A. J. Warner. I do not see any reason why we should not lend 
to State banks as well as to national. 

Mr. Johnson, of Ohio. Would you lend to manufacturers! 

Mr. A. J. Warner. No. 

Mr. Johnson, of Ohio. You would draw the line there! 

Mr. A. J. Warner. I should draw the line there, because it is through 
bank deposits that the trouble comes, and I would provide the currency 
for the banks so that they could supply their depositors with currency. 

Mr. Johnson, of Ohio. Wouhl you lend to farmers! 

Mr. A. J. Warner. I would not. 

Mr. Johnson, of Ohio. 1 wanted to get you on record. 

Mr. A. J. Warner. That is right. 1 should want it to be used as 
currency to the bank depositors, in the last panic depositors could 
DOt get their money. There was scarcely a bank in the Eastern States 
that could pay the checks of their depositors. I would supply the 
means of paying them so as not to stop the wheels of trade and com- 
merce in the country. 

Mr. Cox. And yon would not let the farmer have it although he 
might have de])osits in the bank? 

Mr. A. J. Warner. The object is not to lend capital ; it is not as 
capital but as currency. I would not have the (Toverninent lend capi- 
tal. That is banking business. lUit I would have the Government 
create currency temporarily to supply the place of a credit destroyed. 

Mr. Johnson, of Ohio. VVould you have the currency a legal-tender 
money f 

Mr. A. J. Warner. Yes; make it legal tender. 

Mr. Johnson, of Ohio. And you would not lend it to the laborers! 

Mr. A. J. Warner. I would not lend it as capital at all. I would 
issue it as currency to stop panic; nothing else. , v^^^ir> 
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Mr. Johnson, of Ohio. You know, Mr. Warner, that you and I may 
stump together some time, and I may want to quote yon on this subject. 

Mr. A. J. Warner. I would put it out as an augmentation of cur- 
rency. I would not lend it as capital to anybody, not to banks. 

Mr. Johnson, of Ohio. Would you lend it as legal-tender money to 
banks? 

Mr. A.J.Warner. I would supply a currency to fill the place of 
credit currency destroyed. 

Mr. Cox. Let me see if I understand you. In case of emergency 
you would provide a board consisting of officers of the Government, 
and you would have the banks go and place securities there for the 
purpose of establishing what I would call an emergency circulation? 

Mr. A. J. Warner. That is a very good term, an emergency 
currency. 

Mr. Cox. A bank takes that emergency fund and puts it in its vaults, 
the object being to meet all checks that may be drawn on deposits, but 
you do not mean to say that you want the bank, when it has got the 
emergenijy fund, to meet the checks of manufactarers any more than it 
meets the checks of fanners! 

Mr. A. J. Warner. No; certainly not. 

Mr. Cox. And y(m do not mean to say that a laborer should be denied 
the payment of his check any less than the manufacturer or the farmer! 

Mr. A. J. Warner. I have said nothing to indicate anything of the 
kind. I am not for supplying capital, but an emergency currency. 

Mr. Johnson, of Indiana. That is like recognizing the principle of 
an elastic (currency. 

Mr. A. J. Warner. It takes the place of collapsed credit. 

Mr. Warner. Does not that put us all in the hands of the banks! 

Mr. A. J. Warner. I think not. 

Mr. Warner. It does if you lend only to the banks. 

Mr. A. J. Warner. It is not capital at all, but currency that I am 
for providing. 

(The committee took a recess until 2.15 p. m.) 

The Chairman. The chair desires to state to the committee that the 
venerable Mr. Pratt, of Baltimore, is now present, and the chair sug- 
gests he make his statement now, and Mr. Warner can be recalled at 
any time hereafter if any questions are desired to be asked of him by 
members of the committee. 

Mr. Kllis (to Mr. Warner): Will you remain? 

Mr. Warner. Yes, sir. 

The Chairman. Mr. Enoch Pratt, of Baltimore, a gentleman well 
known in linancial circles, is ])resent, and will take the stand. I will 
state to the members of tlie committee that Mr. Pratt is hard of hear- 
ing, and they will be governed in that respect by that fact. This is Mr. 
Pratt, gentlemen. 

STATEMENT OF MR. ENOCH PRATT, OF BALTIMORE, MB. 

Mr. Pratt said: I did not wish to come here to discuss this question. 
The matter of the Baltimore plan is laid before you here and it has 
been perfectly illustrated. 

The Chairman. The committee desires to have your views in regard 
to that plan, and also any other views in regard to the currency ques- 
tion which you might desire to submit. 

Mr. Pratt. The documents sent here from the Clearing-House Asso- 
ciation are my sentiments and wishes, and they have been full v exnlained 
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here by our Mr. Homer, two days ago, I believe. That was in perfect 
accord with my views. I am president of the Clearing-House Associa- 
tion of Baltimore, and the matter has been discussed, there, and we have 
very clearly in accord w^ith the plan which we have set forth, and I can 
add notliing to that that I know of. 1 did not know that the desire of 
the committ4»e was to have any further information on that point. I 
think it is very clear. I had understood that the committee would 
desire to hear something about the action of the JStata banks in issuing 
their notes. The State-bank currency was tlie currency of the country 
up to the time of tlie establishment of the national banks, and the 
gentlemen here are all of them familiar with it, no doubt; but my infor- 
mation, I believe, looking around here, goes beyond the age of any of 
the people here. 

I commenced work as a clerk in Boston in 1823, at the age of 15 years. 
At that time we had nothing but local banks, and the currency of the 
country was, of course, the issues of those banks of promise, which were 
seldom fulfilled. The notes of a bank 10 miles from Boston were at a 
discount, and all the currency of the country was at a discount of from 
a half to 10 per cent. My business as a young clerk was to go to the 
brokers and sell instantly all bank notes we got, as we did not desire 
to keep them in our possession a great while, not knowing their secur- 
ity. The evil became so great that the strong banks in Boston and 
others resolved upon adopting a principle that was incorporated in our 
national-bank law, making the banks responsible for the redemption of 
their money that they put out, and they formed an association and 
appointed the Suffolk Bank, in Boston, as the exchange. Every bank 
was obliged to put up a certain amount for the redemi)tion of their 
notes which would be redeemed by that bank. That system created a 
very great revolution, and made the money, for a time being, a secure 
currency for the business of the country. A bank which failed to keep 
its deposits in that Suffolk Bank to redeem their notes was thrown out 
and considered to have failed. 

I came to Baltimore in 1830, and I found the same uncunent money 
prevailing there, and through a large part of my business life, up to 
1860, I had to deal with this uncurrent money which was (circulated. 
Bight here in Virginia the State Bank of Virginia, a large bank, 
established its brandies around the country, and they would make 
their notes redeenmble in some inaccessible point in the Allegheny 
Mountains, where people were obliged to go to have their money 
redeemed. I recollect one broker who collected about $5,000 and went 
over there to have it redeemed, but it got circulated about that he had 
come there to get that money out of the bank, and he had to take out of 
town very quickly, and he did not get his money. The merchants, in pay- 
ingour bills would buy this Virginia money, which was at a discount of 
from 1^ to 3 per cent all the time. They" would buy that money and 
bring it there and tender it to us in payment of debts, when we had 
trusted them for goods for twelve months, and we had to take that or 
get nothing. 

Those were the evils of an irredeemable bank-note system with 
which, of course, most of you gentlemen are familiar as nmch as I am. 
As for our Baltimore plan here for the preservation and perpetuation 
of the national-bank system it is the best system the world has ever 
seen, there is no question about it. We have had a currency that is 
perfectly current all over the country, whereas, under the old banking 
system, we could not buy a ticket to go anywhere out of the State. I 
think the plan the Baltimore clearing-house has perpetrated, if put into 
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operation, would serve our puq)08e to continue this bank-note system, 
which is likely to come to an end in consequence of securities which 
we have to put up to perpetuate the banks. 

We are obliged to have Government bonds, and when the 4 per cent 
bonds of the Government, which is the longest bond now in existence, 
are paid oft', why the banks will cease; but it is our desire that some 
plan should be adnjited ; that this is a perfect plan of security in bank 
notes, and it should be preserved. Wo do not care whether a national 
bank fails or not; we have no anxiety about it. Our notes pass just 
as well. It is only for the local stockliolders to look out for their own 
interest, and this Baltimore plan, 1 think, will meet that case. I do not 
think I can add anything more to it. 

Mr. Ellis. What have you to say about the fifth section in the bill 
submitted by the Secretary of the Treasury, which provides for the ulti- 
mate liability of all the banks of the country for every other bank which 
goes into the system 1 

Mr. Pratt. Well, I think the security would be good, but I do not 
think you can force the banks into tliat arrangement. I confess I have 
not considered it very carefully, but it strilics me you can hardly force 
a strong bank into this. 1 doubt whether you could force them into it. 
It would be very well if you could. 1 consider my bank a very strong 
bank, and it would be a matter for us to very seriously consider whether 
we would. I have been connected with my bank about fifty-five years 
and have a very great desire to kec]) it strong as long as the Lord pre- 
serves me for the rest of my short life. 

Mr. Brosius. I would like to ask, if you please, whether the Suffolk 
Bank system, to which you have alluded, recognized the principle of 
joint liability of banivs in any sense? 

Mr. Pratt. >fone whatever. It was a forced measure of those banks 
there to force those people to keep their deposit there. If they did 
not do it they wcmld throw them out and consider them failed. 

Mr. Brosius. Each bank supplied its own means to redeem the 
notes ? 

Mr. Pratt. Yes, sir; it was a strong pressure brought to bear ni>on 
them, and that system worked admirably. That system lasted up to 
the connnencenient of tlic national bank system, say from before iS30 — 
I do not recollect the exa(;t year; but it was in existence clear up to 
the time this national-bank system went into operation, and they kept 
their currency strong. 

Mr. Brosii'S. Do you think it practical now to establish a bank sys- 
tem in whi(!h each bank supplies its own means of redeeming its notes? 

Mr. Pratt. No; they could not do that; the country is getting too 
big; we have too many States and cities. 

The ('II airman. I do not think you understood Mr. Brosius's question. 

Mr. Pratt. ITes; Isay I answered that by saying I thought no. I do 
not think you can force them to do it. 

Mr. Walkek. I w<mld liivc to ask, did that system, practically com- 
pelled by the. joint banks through the Sufiblk bank, work any injustice 
to any one of the otlier banks! 

Mr. Pratt. No, sir; it was an advantage to them. 

Mr. Walker. It kept them strong, all of them t 

Mr. Pratt. It kept them strong all the time. They were obliged to 
be strong. A bank could not aftbrd to do otherwise, for if they did 
not keep up their deposit they were thrown out and adjudged bank- 
rupt. 

Mr. Walkbe. Do you think it is possible to compose the general finan- 
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ces of the country and establish theconfidence thatexisted in New Eng- 
land by the Suffolk Bank system all over the country to-day without 
retiring the greenbacks and treasury notes! 

Mr. Pratt. I do not think they could; thecountry is too large. The 
greeubiicks would have nothing to do with it. A bank that under- 
takes to put out notes must be responsible and take them in. A bank 
that puts notes out must pay them, and tlie national-bank notes would 
have notliing to do with that. 

Mr. Walker. That is entirely clear, but you do not understand my 
question. My question is, whether we can have a proper banking sys- 
tem and cheap motiey, as cheap as it was under the Suffolk system, 
where the United States (loverument is responsible for the redemption 
practically of all the notes, currency notes, in thecountry, as it is now, in 
gold! 

Mr. Pratt. Well, that would be a very strong feature. 

Mr. Walker. It would be a strong feature, but 

Mr. Pratt. Would the Government do it! 

Blr. Walicer. Well, the Government is doing it now or attempting 
to do it? 

Mr. Pratt. Under the Suffolk system, yes. 

Mr. Walker. Well, now, what is the primary and fundamentally 
necessary thing to be first done to give us banks and a sound banking 
uyntem of sound finances? 

Mr. Pratt. I could not point that out to ycui. That would re(iuire 
B good deal of ciilculation, and I would not answer that questu)n. 

The Chairman. What he desires to kiiow was, whether the retire- 
metit of the greenbacks from circulation would facilitate a sound baak- 
ing currency f 

Mr. Pratt. WelJ, now, 1 do not think it would. I do not think you 
are going to get any sound banking system under a State bank system. 
1 am. utterly opposed to havin*^ any old State-bank systems. 

Mr. Henderson. Do you think it is desirable to retire the green- 
back circulation ? 

Mr. Pratt. No; I do not; 1 w(mld like to have the (rovernment 
iucrease it, becsinse I know it is sale and I would like to have them alto- 
g^ether. 1 would like to go in for safety. I think the Government is 
doing a right thing in putting currency out. 

Tlie Chairman. Mr. Cobb here says "Are you willing to put your 
afce ia the record ?" 

Mr. Pratt. Yes, sir; I am four months over 80 years old. 1 have 
Always been a Itepublican and a strong Union man, and I thank (iod 
for it. My sentiments have been known all my life and I have never 
put ray caodle under a bushel. I did not do so in 18<>l when the coun- 
try was in the midst of a war, aiid I have not veiled my sentiments up 
to to-day. My father was the* same before me and transmitted my sen- 
tinients to me. One of my great-grandfathers cast the first cannon that 
was ever cast in this country in the Revolutionary war. [Applause.] 

The Chairman. Mr. Johnson, of Oliio, desires to ask wnether you 
pot a limit upon the amount of greenback circulation the Government 
aliould admit ? 

Mr. Pratt. Not a cent of limit in the world. Let them put out all 
tbey can get paid for. But I am utterly opposed to their putting out 
flo mach currency and piling up silver in their vaults, for I do not see 
what they are going to do with it. 

The Chai&man. We are very much obliged to you. 

Mh Pbatt. I think you will find I have talked too much. j 
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AFTER RECESS. 

STATEMENT OF MR. ALFRED L. RIPLET. 

The Chairman. The chair has invited two gentlemen from Boston, 
Mr. llipley, vice-president of the Hide and Leather Bank, and Mr. C. C. 
Jackson. These gentlemen are now present and will address the 
committee. Mr. Ripley will first take the stand. 

Mr. KiPLEY. Mr. Chairman and gentlemen of the Committee on 
Banking and Currency, I appreciate it a high honor to be allowed to 
come and address your honorable committee on this subject. I realize, 
too, I trust, that your labors have already been long, arduous, and dili- 
gent, and 1 will endeavor to detain you but briefly. What 1 wish to do 
is this: I wish to set forth certain considerations that show to my mind 
conclusively that the issue of the demand notes by our Government, as 
is done at present, is vicious. 

In the second place, I wisli to show what should be the safeguards 
under which another form of currency, much better and much safer, 
may be issued by the banks. 

And then T desire briefly to call attention to certain points in the 
bill produced by the honorable Secretary of the Treasury with which 
I have the honor to differ. 

No civilized country desires, needs, and understands the use and 
advantages of a good paper currency for home circulation so well as the 
United States. By a good paper currency is meant, of course, a con- 
vertible one. While the *' Greenbackers" are not all dead by any means, 
no one whose judgment in such matters is worth anything wishes to 
go back to the ante-resumption days and a gold premium. And any 
proposition looking to such an end needs no discussion ; reason and 
experience condemn it utterly. Now, our paper currency comes from two 
sources: first, the Government, which issues, or has issued, gold certifi- 
cates, silver certificates, certiHcates of deposits for legal tenders — a form 
of paper currency seen only in bankvS — old legal tenders of 18G2, or 
"greenbacks," and legal tenders of 181)0, or coin certificates; and sec- 
ond, the national banks, which issue their own notes in accordance 
with the United States law. The total amount of the Government 
issues outstanding is approximately as follows: Gold certificates, f65,- 
000,000; silver certificates, $;3:38,000,000; old legal tenders, or "green- 
backs," 8:J4G,000,000; legal tenders of 1800, $152,000,000, a total of 
$901,000,000. (The certificates of deposit for kgal tenders need not 
and must not be counted, as they simply represent an equal amount of 
"greenbacks" stored in the vaults of the United States subtreasuries.) 

Here, then, is at first sight an apparently enormous economy in the 
use of bullion. But there are items on the other side of the account. 
Every dollar represented by the outstanding gold certificates lies idle 
in the Treasury, either as coin or bullion; every dollar represented 
by silver certificates has a coined silver dollar in the Treasury to meet 
it; every dollar of the legal tenders of 1800 represents bullion lying in 
the Treasury vaults whose cost in dollars equaled the amount of these 
legal tenders at the time they were issued. In other words, the por- 
tion of our paper currency represented by the gold certificates, silver 
certificates, and legal tenders of 1890 represents no economic gain — bar- 
ring, of course, the fact that the silver is not worth as much as the i)aper 
issued against it ; in other words, the collateral is not good for the note«^ 
The addition to the apparent stock of money in the country is connter- 
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balanced by the hoarded metal in the Treasury; the commnnity gains 
in convenience and ease of handling, but there is no real economy. 

The old legal tenders, or greenbacks, on the contrary, represent a 
real economy of capital, and the function of the Government in issuing 
them is totally different from its function in issuing the other forms of 
paper currency already described. In the latter case its part is essen- 
tially that of a warehouseman, issuing a negotiable receipt for goods 
deliverable to bearer; a warehouseman pure and simple in the case of the 
gold certificates, but with an all-important requirement in the case of 
the silver certificates and legal tenders of 1890, that of the act of Con- 
gress, 1890, which at the close of section 2 declares it to be '* the estab- 
lished policy of the United States to maintain the two metals on a 
parity with each other upon the present legal ratio, or such ratio as 
may be provided by law." 

In the case of the greenbacks, on the other hand, the Government 
becomes a banker, having borrowed money or services of its citizens 
and given in return therefor its own notes payable on demand. It 
must in so far, therefore, be guided by sound banking principles and 
employ sound methods; all the more so because its liabilities are so 
tremendous, and its creditors take its notes under compulsion. Hence 
the need of an idle reserve of gold, and for no other reason ; withdraw; 
the cause and the Treasury needs only the funds to meet current 
expenses. 

It is perhaps outside the limit of the present paper to discuss at 
length whether it is sound and wise public economy for the Government 
thus to continue in the banking business. But a few facts may be 
noted, and all bear in one direction. In the first place, no first-class 
power has seen fit to follow our example. The note issues of England, 
France, and Germany are made by banks, not by the Government; even 
if the Government have, as in France, a voice in the management of 
the bank of issue, the bank's affairs are in the hands of trained 
financiers, not of a cabinet officer or legislative body. Again, the sys- 
tem under which the Government conducts its banking business is as 
badly adapted to the purpose as any that could be devised. Good bank- 
ing calls for sagacious, experienced, and prudent managers, carelully 
selected, armed with most ample discretionary powers, and able to act 
promptly and decisively in an emergency. Does our present system of 
Government banking meet any of these requirements! The history of 
the past two years gives convincing answer, 

Again, the Government has no means of adjusting the amount of its 
banking rcvserve to the demands of the time. It can not call m and 
cancel its notes when the supply is abundant, but must ])ile up idle 
reserve; it has no quick assets which it can convert speedily to meet 
gold withdrawals, but must see its reserve dwindle at the very time 
when it should be strong. Its only way of getting rid of a surplus is 
by lavish expenditure, of increasing low reserves by selling bi)nds — 
borrowing in another foruj^-or by increased taxation. And all these 
remedies have two cardinal detects: They require the sanction of the 
legislative body, and they are slow of execution. The reserve held by 
the Government under the existing system is, therefore, almost sure to 
be either too large or too small. In the one case the economic waste 
is out of all proportion to any possible advantage; in the other the 
people pay far more for the anxiety and dread which the diminished 
reaerve inspires than they can save in taxes by lending the (io\ern- 
ment some three hundred millions without interest. The Treasury 
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becomes a possible and potent factor in the market; what that may 
mean is best shown by such scandals as the gold scandal of Black Fri- 
day, in October of 1809 *. And to-day it is both possible and easy for a 
body of speculators for the fall to work havoc in the market by with- 
drawing gold for shipment, playing upon the fears already aroused by 
the notoriously weak position of the Government's reserves. 

But even were it advisable that the Government should continue its 
banking business, there is a grave defect in the currency thus issued.. 
The supply is, under existing laws, absolutely inelastic, understanding 
by elasticity the capacity to expand and contract in accordance with 
the demands of trade. This is obviously true of the gold and silver 
certificates; they can be canceled only on the release of the same 
amount of coin to take their place; they can be issued only upon deposit 
of coin to be hoarded in the Treasury; in fact, no new gold certificates 
are at present issued. The legal tenders of 1890 may be paid in coin 
and canceled, but can not be increased. The issue of greenbacks i» 
by law (approved May 31, 1878) kept at a fixed amount, and when 
redeemed they must be reissued. But whether needed or not, the 
Government notes must be kept alive, and can not be retired when the 
couiniercial demand is over; they become in dull times a clog and a 
menace in rendering gold exports so much the easier. 

And in point of elasticity our national-bank notes are but very little 
better than the Government paper issues. True, they may be and are 
presented for redemption in large amounts. But the conditions of 
their issue preclude the issuing bank from either withdrawing them 
freely or increasing their number. Ko bank cares to run the risk 
involved in constant purchases and sales of Government bonds; for 
even if the price fluctuates but slightly, a very small change is enough 
to convert a profit on the circulation into a loss. And when money is 
close the banks, as a rule, have no funds to spare to lock up in Govern- 
ment bonds for the sake of getting a reduced amount of currency. It 
is true that the national- bank note circulation was enormously increased 
during the months of August and September, 1893. But two things 
must be borne in mind in that connection : First, that it was done at an 
expense which would have been prohibitory except in a time of panic; 
and second, that it could never have been done at all had the banks 
had to pay cash for the bonds; in other words, had the banks at the 
time settled their clearings in cash. Only clearing-house loan certifi.- 
cates made bond purchases possible at all. 

To sum up, therefore, our Government paper issues ftirnish us an abso- 
lutely inelastic currency, with very small economy of metal and with 
very grave risks and dangers to the whole country, which form a 
necessary and inevitable detect in the system. Our national-bank not-e 
issues, while possessing the essential requisite of security, are almost 
equally inelastic, and call for a tremendous locking up of capital in a 
form of assets which must be sold to be liquidated. 

The prime requisite for a circulating note should be that it is secure, 
and all the cries of ''wildcat" and "red-dog" currency, which were so 
loudly heard from the opponents of repeal, sprang from a fear, either 
real or feigned, that we were in grave danger of going back to ante- 
bellum conditions. The cries were really a gross injustice to the busi- 
ness sense of the community, a vastly different thing from its political 
sense; as if we had progressed so marvelously the past forty years, 
and yet learned nothing of banking. A reason for the outcry was 
sought for in argument like this: The note holder is now secured by 

• See Yale Review, vol. 3, p. 8, May 1894. / ^^^ i ^ 
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the obligation of the Oovemmeut at 90 per cent of its par value. What 
better security can the note holder, what better asset can the bank 
have than this! But in just this point consists our progress— we have 
learned that a bank can have better assets than Government bonds, 
which will make the note holder as certain of ultimate and more certain 
of immediate repayment. A note-issuing bank's best assets are its 
good business notes, falling due and paid each day. So long as the 
makers are solvent a bank is in far better position to pay circulating 
notes from its bills receivable than from any kind of bonds for which 
it must find a market. 

And the same objection holds true, only with far greater force, of all 
the divers substitutes proposed for the Government bond as security 
for circulating notes, whether State, county, city, or railroad bonds. 
All these forms of security lack in greater or less measure the wide 
credit and steady market which the obligations of our Government 
enjoy. 

But it may properly be urged that under our present system the 
security for the holder of national-bank notes is in the hands of a third 
party, the Government, whereas were notes issued by the banks on 
the security of their own assets it might well happen that, in case of 
any tronble in the issuing bank, the security would be found to have . 
disappeared, bad assets having taken the place of good ones. Grant- 
ing the objection, let us see how the difliculty is to be avoided. 

Any system of note issue mnst be a national one. By that is meant 
that the laws governing the issue of circulating notes must be made 
by Congress, and not by the several State legislatures; that all the 
conditions and regulations as to issue, redemption, and withdrawal 
should be defined and controlled by a department of the National 
Government, and that the notes themselves should be printed and fur- 
nished by the Government alone. 

These matters can not, with any safety, be left to the several States. 
For, in the first place, it is indispensable that the currency should be 
uniform in quality, not varying from good to bad. We have been so 
long free from the necessity of having to scrutinize and value each 
bank bill that a return to such conditions would be intolerable. And 
such uniformity can only be attained under United States laws. In 
the various States at present we find great diversity in the banking 
laws as to payment of capital in inll; as to the additional liability of 
stockholders for an amount equal to the amount of their capital^ as to 
the amount which any bank may loan to directors and to individuals; 
as to cash reserve; as to loans on mortgage of real estate; as to public 
reports of condition, examinations, and inspections; as to treatment of 
the assets in insolvency. But for noteissuing banks at least the laws 
governing these matters must be uniform and made by Congress, else 
the differences in the note security will be so great as to give us, from 
the very outset, good notes and bad notes, which only the expert can 
distinguish. One of the most potent factors in building up our presebt 
national banking system has been the fact that they are all chartered 
and operated under the same laws. The word " national,'' as applied 
to a bank, gives some clue to its organization and management, and 
our whole vast system of internal exchanges would never have grown 
so rapidly or attained such enormous proportions without this. 

A speedy and uniform system of redemption is also a prime requisite 
for any system of circulating notes, and this must be furnished by the 
National Government, as is done at present in the case of the national- 
bank notes. And the notes must be printed and issued to the banks 
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by the Government. In no other way can we secure uniformity of 
design, execution, and general appearance; and in no other way can 
we guard against the possibility of overissue or illegal issue on the 
part of some bank, and reduce the danger of counterfeiting to a min- 
imum. 

An issue of uncovered notes, that is, of notes for the redemption of 
xnrhich no specific security is pledged, would unquestionably be safe, 
80 tar as the public is concerned, if made under national legislation 
embodying the above conditions. The privilege should be granted to 
no banks of less than $50,000 capital, or whose capital is not fully paid 
«p; to no banks whose stockholders are not liable for an additional 
amount equal to their share of the bank's capital; to no banks which 
loan on mortgage security or for a length of time greater than six 
months; it is of vital importance that the assets of a note-issuing bauk 
be ke])t quick. 

Such notes must further be an unquestioned first lien on all the assets 
of a bank in case of insolvency. The issuing bank must further undergo 
thorough and frequent examinations by a Government examiner, and 
publish full reports of its condition. And as an additional and com- 
plete security, the issuing banks must be taxed at the outset to estab- 
lish a guarantee fund, out of which the Government should pay the 
notes of a failed bank, supposing — what would rarely be the case — 
that the assets of the bank and the sum derived from the sharehold- 
ers on account of their double liability should prove inadequate to 
do so. Experience in the past has shown conclusively that a guaran- 
tee fund of 5 per cent of the total outstanding circulation wouhl be 
amply sufficient for this puri)ose; and when once the fund had re-ached 
that point, the tax might be suspended until the, fund should need 
ae|)lenishing. 

Another important point must be considered: The question of taxa- 
tion of such note issues. The nati<mal banks at present pay a tax of I 
per cent per annum on their outstanding circulation; and this tax, 
coupled with the premium on the bonds which must be deposited before 
circulation can be taken out, reduces the i)rofit on any such circulation 
to such a lowjwint that many conservative banks ]>refer to take out no 
circulation at all. And no bank can be exi)ected to issue notes unless 
it sees a profit in so doing. A bank which puts out notes must be ready 
to redeem them, and to do so must carry idle reserve and kee]) its assets 
<]uick and well in hand. All this means a diminished return to the 
bank, which can only be made good by the profit to be derived from its 
circulation. A fair return must be had for the loss thus incurred and 
the risk run ; else the conservative bank will decline to issue notes, and 
leave this business to the very banks which should not be encouraged 
to go into it. . 

But, on the other hand, the privilege of note issue should not be made 
a mono[>oly which brings in extravagant profit to those enjoying it. 
jyiuch wild and foolish talk has been indulged in as to the value of this 
privilege to our national banks, and a reason for the prejudice which 
exists against the national-banking system is doubtless to be found in 
the current belief that it has been a source of great profit to the banks. 
But it is certain that a far greater profit was derived by the banks from 
the appreciation of the bcmds on which the circulation was based than 
from the circulation itself; and, in buying these bonds, th«* banks to<»k 
the same risk and ran the same chance <as the individual i)nrclia8er. 
And, whatever nmy have been the profit derived fnmi circulation in the 
fifteen years following the war, it is safe to say that the present genera- 
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tion of bankers for the past twenty years have known little or uothing^ 
of it. 

This subject can not be left without noticing a popular and widespread 
delusion which must be energetically combatted and denied, viz, the 
I>er capita theory as to the necessary amount of currency. Even the 
simplest and most plausible statement of this belief, that a certain 
determinable minimum amount of currency -per ca])ita is necessary for 
the country's business can not be assented to in this form. It is quite 
conceivable that population and business may increase and yet the 
need for and use of currency decrease. Suppose a small town without 
banking facilities; each inhabitant must carry an idle sum of money 
(greater or less) and settle most of his daily transactions with it. But 
suppose that with the advent of more settlers a bank is started and 
gathers in as deposits the cash which has been previously hoarded by 
individuals. The bank carries as cash reserve, adequate for its busi- 
ness, only 10 to 20 per cent of the total deposits; the people settle their 
transactions largely by checks, and the i^esult is that more business is 
done, and better done, with less money than before. The same holds 
true of the country at large. Few who understand the subject at all 
will hesitate to say that the growth of banks and the spread of bank- 
ing intelligence throughout the people has nearly if not quite kept pace 
with the increased need for currency which might arise from a larger 
population and greater business. 

I have submitted certain considerations, as I said in the first place^ 
showing the viciousness of the issue of Government notes. 

In the second place, I have endeavored to state what I believe to be 
safeguards, and requisite safeguards, in the event of any legislation 
which shall allow tlie banks to issue notes against their own assets held 
in their own possession. 

As to the bill submitted by the honorable Secretary of the Treasury^ 
I wish to briefly call attention to two or three points in connection 
with it. 

Sections 10 and 11, dealing with the question of State banks, seem 
to me faulty, and I can not approve the bill it those sections shall 
remain in it in their present form. 

In the first place, it seems to me that the opportunity afforded for 
counterfeiting will be extremely great, and that tlie door will be thrown 
Tery wide open. The state of the case is this: The eleventh section of 
the Secretary's bill says that Government paper may be furnished to 
State banks for their use in printing notes under such regulations as 
the Secretary may see fit to impose, but there is no requirement that 
such paper shall be furnished. Therefore, a State bank may appar- 
ently print a perfectly valid note in any form and on any kind of paper 
it may select. That being the case, I have no hesitation in saying or 
maintaining that, in my opinion, it would be exceedingly easy lor coun- 
terfeit notes to be printed in one section of the country to be put in cir- 
culation in other sections, or for notes of wildcat banks to be organized 
for no other purpose than to put out such notes, and the authors escape 
with their funds before the matter be found out. In other words, it 
will allow an opportunity for a return to the worst form of wildcat 
banks, as we knew them in the days before the war. I do not mean to 
say that such fi*auds could not be much more easily detected and run 
to earth than they then were, because communication is much more 
direct and rapid, and intelligence is much greater. Yet, at the same 
time, I consider that a possibility which is very serious and which to 
ray mind entirely vitiates this section. 
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I have a further matter to bring up in connection with that. 

Mr. Black. Would it meet your objection on that point to make 
that requirement compulsory! 

Mr. KiPLEY. What requirement? 

Mr. Black. That they shall take that paper from the Government. 

Mr. EiPLEY'. Not wholly, I think. The bill must be made over, if I 
may be allowed the remark, because, apart from this small permissive 
feature of the bill, there is the additional requirement that the notes 
shall not be like those of the national banks; in other .words, that we 
shall have a varied currency, in many hands, like that of our national 
banks, with no one to look to see who issues it. 

Mr. Johnson, of Indiana. Is it the character of the paper upon 
which the notes are printed that makes them difficult to counterfeit, 
or is it the character of the engraving! 

Mr. KiPLEY. I am not sufficiently an expert to answer. I under- 
stand that the officials of the Bank of England think that from their 
exi)erience the only safeguard is distinctive paper, and they have that 
supplied. On the contrary, in this country, we believe that the best 
protection is secured by the geometric lathe and by the design. 

I think we shall have a vastly greater number of objections made to 
the provisions of that section. 

It further seems to me that the notes issued by the State banks, if 
there be no further requirements made of them than are proposed in 
this section, will be from the outset discredited. The notes of a 
national bank, under an earlier section of the proposed bill, will be 
secured by the 30 per cent gurirantee fiind of the bank itself, and by 
the 5 per cent safety fund to which all the other banks must contrib- 
ute, and by the liability on the part of the stockholders to nmke good 
any defieit. In other words, a note of a national bank has behind it 
the guarantee of the safety ftind of all the banks, and of the 30 per 
cent guarantee fund of itself. A note of a State bank issued under 
this proposed section, so far as I can see, would have solely the guar- 
antee of the 30 per cent deposit made by the State bank and of the 
assets and double liability of the stockholders of the bank. There is 
no provision for a 5 per cent safety fund, though that may be required 
by the State law, and there is no grouping of the banks t>i> sustain one 
another. 

I consider, as I have said, that this law will give rise at the outset 
to a discrimination between the two classes of notes, and I consider 
that principle faulty and objectionable. 

The provision of the fourth section of the Secretary's bill also does 
not commend itself to me as it stands. That is a section which has to 
do with the question of the redemption of notes. The provision is that 
the national banks shall redeem the notes issued as therein provided, 
at home, or at home and at some agency. There is no requirement 
there that the banks shall keep an agency. The banks may elect to 
redeem solely at home. It seems to me that this is going back to a 
method in banking which the banks have been doing their best for 
many years past to discard. We hiive come to adopt a system of clear- 
ings so far as possible, and we use every opportunity to extend that 
system. For years we have been operating under the system of clear- 
ing our bank notes through the central agency at Washington, the 
department for the redemption of national currency This section, it 
seems to me, asks us to go back to the old plan — to illustrate by the 
subject of checks — ^whereby, instead of presenting our checks at one 
place (the clearing house) and there settling with all the banks at ouce^ 
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we shall have to take each check around to the. bank on which it was 
^rawn. The possibility is that in the case of these notes we may have 
to do the same; in other words, send the notes around to the bank by 
which they are put out in order to have them redeemed. It seems to 
me that that is going back to an antiquated method and that it is 
^oing to necessitate an increased cost to the banks and to the people, 
and that the people will be exceedingly intolerant of it. That feature, 
looked at from the point of view of the future, i feel is an objectionable 
one. 

There is one further point that I have not seen raised in any of the dis- « 
x^ussions, so far as I have followed them in the papers, and that is this: 
At present the national-banknotes are legal tender between the banks; 
that is, a national bank must accept from me national-bank notes in 
discharge of my liability, and I say with perfect frankness that I have 
no objection to doing so. But suppose this law shall be passed in the 
form in which it is presented in the bill before us. I have not noticed — 
it may be that I have overlooked it — any provision for repealing that 
provision of the law making national-bank jiotes a legal tender between 
national banks. At the same time I consider that it would be distinctly 
questionable to continue that feature of the law with a circulation 
based on so entirely different a theory as the one proposed in the 
Secretary's plan. I understand that at present a national-bank note 
is x)erfectly secure. I understand that I have the promise of the 
Government behind me at 90 cents on the dollar. But here it is pro- 
XK>sed to allow banks to issue notes based on their own assets, ^s 
this proposition is now it will be a serious question whether the banks 
<san be got to go into the system largely. 

Mr. Gox. As I understand you, you think this system of legal-tender 
notes continually running into the Treasury for the purpose of draw- 
ing out gold is vicious? 

Mr. RiPLET. Essentially vicious. 

Mr. Cox. What would you do about it! 

Mr. EiPLE Y. I should get the greenbacks out of the way. 

Mr. Cox. How! 

Mr. BiPLET. I ought to say honestly that I came here rather to crit- 
icise than to lay down any definite system. 

Mr. Cox. We are in a different fix, however. 

Mr. BiPLEY. I admit that; but I do not feel myself competent to 
jkDSwer that. 

Mr. Gox. So you have not provided any way for doing anything with 
the greenbacks? 

Mr. BiPLBY. The greenbacks are the nation's debt. 

Mr. Cox. I understand that; but I say you have not matured any 
plan for doing that? 

Mr. BiPLEY. I should like to see the Government pay its green- 
backs. 

Mr. Gox. Had we the money there would be no trouble about that. 
JBut, passing from that point, let me put this question to you in regard 
to State banks: If the note of a State bank is made absolutely good, 
^as good as the note of a national bank; have you any objection to it? 

Mr. BiPLEY. Not the slightest. 1 would say amen heartily to that 
provision. 

Mr. Gox. Now, we have got together on one point. 

Mr. BiPLEY. The only objection I would have to such a proposition 
is that it seems to me to be unfair to the State banks. 

Mr. Cox. Wait a moment. We agree, and when we agree that ends 
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it. Do you think it possible that a State bank could put out its notes 
in competition with the notes of a national bank, which we assume to 
be good, and ever be able to pass its notes over its counter unless- 
they were as good as national-bank notes? How conld that l>e done? 

Mr. KiPLEY. Let me see if 1 understand that. 

Mr. Cox. I will repeat it. 

Mr. Ripley. If you please. 

Mr. Cox. I will make it as plain as I can. 

Mr. Ripley. Thank you. 

Mr. Cox. You have a national bank in your city, and by your doi>r 
a State bank. Now, assume an issue of notes of doubtful value from 
that State bank. You know that your national-bank note is goo<L 
How would it be possible for me to pay anybody that I owed with a 
no^ of that State bank, which is a depreciated note, when he knows 
that he could just as well have a note issued by the national bank next 
door! 

Mr. BiPLEY. You can not do it if the man understands it. That ia 
the trouble. 

Mr. Cox. It has to go to the ignorance of the man to whom I offered 
to pay it. 

Mr. Ripley. So far as 1 understand it. If people are enlightened 
there is no trouble, but the difficulty is that people are ignorant about 
such matters. 

Mr. Cox. Do you really think that the Government of the United 
States has to take care of the intelligence of its i>eoplef 

Mr. Ripley. That is a wide question. 

Mr. Cox. Well, let us pass from that, then, and let us come back 
a moment. The Secretary's bill provides that the State bank shall 
deposit 30 percent of its capital stock in legal- tender notes; that is 
the first requirement. The next one is that the note holder shall have 
a first lien upon all the assets of the bank; that is the second one. 
The third is that the stockholders shall be liable individually to the 
extent of their stock. Now, I ask you as a banker, would not that 
secure the note of any bank of issue in the world if the proposed law- 
were honestly administered! And there is a limitation of circulation^ 
too. 

Mr. Ripley. I think I understand that now. 

Mr. Cox. Let me go over it again. I will put it in a different shape. 
The State bank has a circulation of 70 per cent. It deposits to secure 
that circulation 30 per cent in legal-tender notes of the United States 
in the hands of a Federal officer. It then has a first lien upon all the 
assets of the bank. It then has the liability of the stockholders. Now, 
1 ask you as a banker, would not any note issued under such conditiona 
as that be absolutely goodf 

Mr. Ripley. I will be very frank to answer that. In the first place, I 
am not sure whether the Secretary's definition of "a corporation doing 
exclusively a banking business" may not be held to include a corporation 
that loans money on land security. I hold that any corporation doing a 
banking business on real-estate security should not be allowed to issue 
notes. In themselves, loans on real estate are very good, and I have no 
objection to them. In our State we encourage savings banks to lend 
money on real-estate security. At the same time, for a note-issuing^ 
bank, I think that is the last thing it should do. 

Mr. Cox. That answer necessarily goes to the administration of the 
bank and the character of its loans, does it not? 

Mr. Ripley. Yes, sir. 

Mr. Cox. Now, come back with me again. You have no doubt heard 
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• 
of cleariiig-hoaBe certificates in New York during the panic. They 
were good, were they nott 

Mr. RiPLET. I should have taken them if I had been in New York. - 

Mr. Cox. There was no express statute for the issuing of those 
notes f 

Mr. KiPLEY. No, sir. 

Mr. Cox. Do you think a banking association in the city of New 
York or in the city of Boston is safer, for the issuance of currency, 
than a State f . 

Mr. Ripley. I do not understand just what you refer toby "State.^ 

Mr. Cox. Take any 10, 20, or 30 banks in the city of New York, taking 
out a circulation of the same kind, call it clearing-house certificates or 
whatever you please. Yon say they are good. Do you not think that, 
if you intrust that power to banking associations, you can very well 
intrust the very same power to a State legislature! 

Mr. Ripley. Pardon me. There is this diiference, which is very 
important: The clearinghouse certificates were issued only on the 
specific pledge of approved assets for an amount considerably more 
than the par value of the notes. 

Mr. Cox. There is no doubt of that, but do you think that any State 
legislature in the United States would authorize a corporation to go 
out and practice a fraud in the issue of notes! 

Mr. Ripley. No, sir; I hope not. 

Mr. Cox. Then does it not come back to the matter of legislation at 
last! 

Mr. Ripley. It is not a question of fraud, so much as it is a ques- 
tion of wisdom, and in the matter of wisdom I think the States are 
different. 

Mr. Cox. Your city is a very rich one! 

Mr. Ripley. There have been some losses recently in the city of 
Boston. 

Mr. Cox. Boston i« not alone in that, by a good deal. But take an 
agricultural community where the principal wealth consists of real 
estate. It has no bonds, it has no stocks, it has no collaterals to use 
as you do in your city. If a bank organizes in such a country as that, 
and puts itself under the restrictions contained in the bill introduced 
by the Secretary, do you not think such a bank, with such restric- 
tions upon it, would be of vast importance and utility to such a country 
as that? 

Mr. Ripley. Doubtless of importance and utility, but I am not pre- 
pared to grant that the notes would be good. 

Mr, Cox. Wait a moment. Suppose you establish such a bank as 
that with these kinds of restrictions and limitations upon it ; does not 
that come in competition with the great money centers of this country 
to the extent of the money it uses in its own locality! 

Mr. Ripley. I do not quite apprehend. 

Mr. Cox. We borrow money of you every year. Now, if we can 
furnish that money at home, money that suits us for circulation, that 
comes in competition with you, does it not! 

Mr. Ripley. I doubt if our money would go out there, except 
through people we know. 

Mr. Cox. Suppose we furnish ourselves with a currency that we our- 
selves are satisfied with, then that destroys the use of yours! 

Mr. Ripley. I beg pardon. I do not uTiderstand. 

31r. Cox. I say, that if we establish a currency in our country, 
always assuming that the note is good and will be redeemed 

Mr. Walker. Finally redeemed, or immediately! L^OOQlC 
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Mr. Cox. Any way; I do not care anything about that, so it is good. 
Then we use that note. That destroys the necessity for us to borrow 
your money as long as we have money of our own to borrow, does it 
not! 

Mr. Ripley. I should say that if the notes are good 

Mr. Gox. I have assumed the notes to be good. 

Mr. Ripley. Yes; I say 

Mr. Cox. Do we not come in competition with your money in such a 
case? Do we not come in competition with the money of the great 
money centers of the country! 

Mr. Ripley. Yes, sir; I think so. 

Mr. Cox. Then there would be a personal interest in opposition to 
establishing such banks with good circulation? 

Mr. Ripley. I think not, sir. 

Mr. Cox. None in the world? 

Mr. Ripley. No, sir. 

Mr. Cox. So your interest is not controlling the great money centers 
at all! 

Mr. Ripley. I do not speak for the great money centers; I simply 
speak as an individual. 

Mr. Gox. Now, coming back to the first proposition: If we can make 
our notes, under proper restrictions, as good as your national-bank 
notes, so that they will circulate side by side in the transaction of 
business, can there be any objection to them whatever? 

Mr. Ripley. No, sir; but I think you beg the question that I raise. 

Mr. Gox. I assume that we can do it, and you assume that we can 
not? 

Mr. Ripley. Yes, sir; I do, under existing conditions. 

Mr. Gox. You do not think, then, that a State can make a State-bank 
note good? 

Mr. Ripley. Pardon me, that is not my point at all. My point is 
this: The bank notes, to be good, should be of uniform quality, issued 
under uniform regulations. At present, as I understand it, the laws of 
States governing banks differ widely as to their capital being i>aid in. 

Mr. Gox. Then they would have to change their laws? 

Mr. Ripley. Then I go to the point I raised, as to whether they 
would lend money ou real estate security. 

Mr. Gox. I do not care to go into that. But do you not know, as a 
matter of history before the war, that the best security in the United 
States was real estate? 

Mr. Ripley. I do not know that, sir. 

Mr. Gox. That nine-tenths of the capital of banks was loaned on 
real-estate security? 

Mr. Ripley. I do not. consider it good banking to make loans upon 
notes secured by real estate. 

Mr. Gox. Would you create a banking system that discriminates 
against real estate as a security and say that it is not good security for 
loaning money upon, but that stocks and bonds are? 

Mr. Ripley. Pardon me a moment, if you please. I have not 
intended to say that at all. I have said that in my opinion a bank that 
issues notes should not loan on land. 

Mr. Gox. In other words, it is not good fot the banks! 

Mr. Ripley. I did not say that, sir; I beg your pardon. 

Mr. Gox. Now to my point. If you discriminate in your national 
banking system and say you will not loan on real estate, whether it is 
for the interest of the bank or not good policy to do it, bnt go upon 
the plan and pursue that plan of loaning your money upon qaick corn- 
Digitized by VjOOQIC 
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mercial paper or collateral bonds and stocks, have you not discrimi- 
nated against real estate as security f 

Mr. Ripley. Not as a note-issuing bank must. 

Mr. Gox. Do you not depreciate the value of real estate and appre- 
ciate the value of collaterals? 

Mr. Ripley. Do not understand that that is my business at all. 

Mr. Walker. You said it was an oDjeotion, if I understood you, to 
the Carlisle plan that it compelled the State-bank notes to differ in 
appearance from the national-bank notes. 

Mr. Ripley. That is a minor objection, and one that I did not mean 
to raise. . 

Mr. Walker. I did not ask whether it was a minor or m^or objec- 
tion. 

Mr. Ripley. Pardon me, I was discussing the probability of coun- 
terfeiting; that was the point. I was making the point that, under the 
bill as I read it; counterfeiting would be possible and likely; and that 
wa8 one of the points of the discussion in connection with it — that it 
allowed of a multitudinous variety of notes. Instead of notes that are 
aimilar in appearance, it would allow notes of so many different kinds 
that the public would not be able to discriminate between the good 
and the bad. 

Mr. Walker. Would your objections to State banks be at all modi- 
fied if their bills were as little likely to be counterfeited as those of 
national banks ? 

Mr. Ripley. That would remove a difficulty. I am not prepared 
to say that it would remove all objections. 

Mr. Walker. Would it remove any material difficulty! 

Mr. Ripley. Yes, sir; I think so. If there were no more possibility. 
of counterfeiting under the proposed plan than there is under the 
present law, I think that would remove a material difficulty. 

Mr. Walker. Then, if I understand you, as a banker the first thing 
that strikes your mind as an objection to a State bank is not that it 
might locate in the woods a thousand miles from anywhere, and redeem 
one note over its counter, but it is on the ground of the liability of 
coanterfeiting its bills! 

Mr. Ripley. I did not mean to give that impression, sir. 

Mr. Walker. What is the principal objection to State-bank bills, if 
there is any other than counterfeiting! 

Mr. Ripley. I endeavored to bring out a further objection along the 
line that you have just raised, that the bills will come out under vary- 
ing laws governing security, governing the character of the bank's 
loans, and therefore difiering very markedly from the bank notes which 
are issued by banks enjoying a uniform law. 

Mr. Walker. I understood you, in reply to a question asked by the 
honorable gentleman from Tennessee (Mr. Gox), to say that you could 
not make a man who knew his business take an inferior money in pay- 
ment of a debt. 

Mr. Ripley. Did you understand that those were my words! 

Mr. Walker. Very nearly those; equivalent. Though you may put 
it in any language you choose. 

Mr. Ripley. I did not mean to give as broad an answer as that, pos- 
sibly. A man will frequently take 50 per cent on the dollar because he 
can not get the other 50. But if he had a choice, and could enforce that 
choi(*e, he would want his pay in the best. 

Mr. Walker. You change the conditicms by your answer. 

Mr. Ripley. If I have made any answer in the form you indicate, I 
am certainly very glad to have had an opportunity ^i^f^^JJ^^X^QlC 
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Mr. Walker. Is it not a fact that if a man offers you money for goodSy 
you can accept or decline the money *? But if you had any experience 
before the war, such as I have had, when a man owes you money on an 
obligation, in ninety-nine cases out of a hundred you would be obliged 
to take the money he offers, or, if you sue him, it might be the case of 
suing a begger and catching a louse. Do you know anything about our 
experience in the East before the war, as you have heard it! 

Mr. Ripley. 1 do not. I do not think I have heard enough to know 
IK)8itively, and I have had no experience of my own. 

Mr. Walker. Is it not a fact that when a man holds a note against 
another, to whom he has sold goods, he is practically obliged to take the 
money that is offered, or make a discount on his note? Does it not come 
down to practical insolvency of the man who owes the money, else that 
the man who owes it must be allowed to . pay in whatever money he 
hast 

Mr. Ripley. I should not be willing to make any general statement 
on that line. 

Mr. Walker. You were asked by Mr. Cox also whether it is safer 
for a bank to issue notes than for a State to issue notes! You did not 
reply directly to that. 

Mr. Ripley. There would be a point as to whether you refer to ulti- 
mate payment or immediate payment. A bank, I take it, is an insti- 
tution 

Mr. Walker. Wait a moment. Do we talk about ultimate payment 
in talking about whether a bank note is good or bad! If it is not 
instantly redeemable in coin it is a bad note, is it not! 

Mr. Ripley. Yes, sir. 

Mr. Walker. Keeping that in mind, I will ask this question that 
Mr. Cox asked you : Is a bank safer to issue notes than a State to issue 
notes! 

Mr. Ripley. That depends entirely on the bank. 1 should say a 
well-managed bank could issue and pay demand notes more easily than 
a State can, unless the State finances are run for the purpose of paying 
notes. 

Mr. Walker. What do you mean by "more easily!" 

Mr. Ripley. Pay them immediately on presentation. 

Mr. Walker. The moment a bank note is not paid immediately on 
presentation it ceases to be money, does it not, and becomes an obliga- 
tion like an individual note! 

Mr. Ripley. We used the legal tenders for some years, and they 
were not paid immediately on presentation. 

Mr. Walker. And that put gold at a premium. They were poor 
money, were they not? 

Mr. Ripley. Yes, sir. 

Mr. Walker. Then a bank uote that can not be redeemed in coin at 
once is poor money, bad money! 

Mr. Ripley. In my opinion it is. 

Mr. Walker. Then I will ask the question again. I want to get 
down to that, if I can. Is a bank safer to issue notes than a State to 
issue currency notes! 

Mr. Ripley. I do not think I understand what is meant there by the 
word "safer." 

Mr. Walker. You spoke about local State money competing with 
Eastern money. As I understood you, you said that if they issued local 
State money it would compete with Eastern money. Would it not 
always be at a discount, and must it not necessarily be so! 

Mr. Ripley. If it got into the Itast it would dpubtlBS^J^ subject to 
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t^e expense of collection and loss of interest daring transit, but at the 
same time it might be good. 

Mr. Walker. What do you mean by good? 

Mr. EiPLEY. Payable on presentation. 

Mr. Walker. Do yoa mean payable at the counter, or at some other 
IH)intf 

Mr. EiPLEY. It makes no difference where it is paid, so long as it 
eosts nothing to get it paid. 

Mr. Walker. Does it cost any more to get a note paid a thousand 
miles from Galveston, Tex., than it does to get it paid in the case of a 
bank in Boston? 

Mr. Ripley. Pardon me; that is exactly what I had reference to — 
express charges and loss of interest in transit. 

Mr. Walker. Then instead of sending it for collection you would 
be apt to take it to a broker and sell it at a discount, and he would 
send it home for redemption. Is not that the policy always pursued 
by banks! 

Mr. Ripley. We have had none of that kind in my experience. 

Mr. Warner. The Secretary's plan provides for a 30 per cent green- 
back deposit. Do you consider that necessary for the safety ot the 
Botes proposed? 

Mr. Ripley. My opinion is that the theory of a safety fund in bank- 
ing would be much better met by requiring no deposits whatever of 
greenbacks. At the same time, we are going iix)m one theory to another 
quite the reverse, and it means a considerable change in the public 
mind. A considerable educational process has got to be gone through 
with. There is no doubt, I think, that the public would feel safer know- 
ing that there was an actual deposit of cash covering bank notes 
issued. In so far, I do not at present object to that. As a lasting pro- 
vision I should probably, but at present 1 do not object to it. 

Mr. Warner. As a banker you do not consider it logical, though in 
view of public opinion it may be desirable! 

Mr. Ripley. I think so. That expresses it. 

Mr. Warner. You made a suggestion, I believe, that it was desira- 
ble to have a better provision for redemption than that which you 
understood was proposed in the Secretary's bill. Do I understand you 
that you imagine that any considerable number of banks in themselves, 
or any considerable bank in itself, would not arrange for better redemp- 
tion of their notes than that! 

Mr. Ripley. I think they would have to. 

Mr. Warner. Or the notes would not go out! 

Mr. Ripley. Exactly. 

Mr. Warner. Then, is it a serious objection that the law does not> 
require it? 

Mr. Ripley. Always providing, Mr. Warner, that the bank notes 
issued under the proposed act be not legal tender as between banks. 

Mr. Warner. That is what I was coming to in the next point. 
Thi*n, in your opinion, in case that provision were eliminated the 
banks would be likely, of themselves and without reference to tlie law, 
In order to keep their notes out, to provide very much greater redemp- 
tion facdlities than are reijuired by the Carlisle plan! 

Mr. Ripley. I can not conceive of redemptions being made under 
the bald requirements of that plan. 

Mr. Warner. You can not conceive that a bank could otherwise 
tLeep its circulation out or would try to? 

Mr. Ripley. It is not possible. No bank that issued its notes in 
good faith would try to. ^^^^^ byt^OOglC 
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Mr. Warner. So that in all probability we would have very much 
more extended facilities, whether required by law or not? 

Mr. Ripley. In the coarse of time; yes. How long the process 
would be 1 can not say. 

Mr. Warner. You referred to that one feature of our present 
national bank circulation by wliich the notes are made legal tender as 
between the banks and in payments to them. What efiect has that 
upon the elasticity of the currency! Does it not greatly reduce it, if 
not entirely? 

Mr. Ripley. I do not think our national-bank note currency at pres- 
ent could be called really elastic at all. 

Mr. Warner. How would it be if that provision were eliminated! 

Mr. Ripley. It would make all the change in the world. 

Mr. Warner. Would it not make it more elastic! 

Mr. Ripley. Unquestionably so. 

Mr. Warner. Without regard to the redemption provisions! 

Mr. Ripley. If I have the privilege of refosing a national-bank 
note, it has got to go home a great deal faster than if I have not that 
privilege. 

Mr. Warner. Of how great comparative importance do you regard 
the provision in regard to greenback withdrawal! In other words, is 
it worth while for us to consider a currency plan without providing for 
it, or do you believe that we can provide a currency plan and then 
take up the other issue! 

Mr. Ripley. In my opinion, the retirement of the greenback is by all 
odds the important problem. I look on the question of providing cur- 
rency as secondary to that in importance. 

Mr. Warner. As to the mutual-uulimited-liability provision of the 
Carlisle plan — you understand that! 

Mr. Ripley. I understand it. 

Mr. Warner. Do you think that is necessary for the safety of the 
notes! 

Mr. Ripley. With the 30 per cent guaranty, I believe not. At the 
same time, it is asking for a prophecy that I feel is a little more than I 
want to give dogmatically. 

Mr. Warner. Do you consider that it would be much of a deterrent 
to banks that were considering whether they should come in under 
this system! 

Mr. Ripley. Undoubtedly. As I understand it, under the Balti- 
more plan the prox)osal is that the banks should be taxed at a certain 
specified rate to make good a deficit in the safety fund; in other words, 
if a bank issues circulation under that plan it knows how much it has 
to contribute per annum, white under the Secretary's plan we do not 
know that. There would be some years when there ^ould be no con- 
tribution required, and there would be other years, such as the year 
1893, when we might be called upon to contribute 5 per cent. 

Mr. W^arner. Is the difficulty so much with regard to the probable 
amount of the contribution, or as to the vague character of the require- 
ment! 

Mr. Ripley. It is the vagueness of the requirement. My opinion is 
that banks would be far more willing to pay the higher tax, if they knew 
its certainty, but they would dread to make an uncertain jump into the 
dark. 

Mr. Warner. Then your idea would be to eliminate that! 

Mr. Ripley. I have not been prepared to make that suggestion of 
elimination. 
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Mr. Warner. What are your Boston banks going to do; are they 
going to stay oat, or will they come in? And how are we going to 
induce them to come in? 

Mr. BiPLEY. I can not speak for the Boston banks, but I can say 
that I do not believe the banks in any city to-day are ready to say 
whether they will come in or not. 

Mr. Warner. Do you think this would bother them but little, or is it 
something to take into serious account? 

Mr. KiPLEY. It is something that is to be taken into serious account 
in the two cities of Boston and Kew York, to go no further. 

Mr. Black. Would your bank hold out against it on that account? 

Mr. Ripley. I can not say. That is a matter for further canvass. 

Mr. Sperry. What would be your present judgment about it? 

Mr. EiPLEY. I am a younger man than some of the directors, but 
personally I think I should be willing to do it. At the same time, I 
think the older men among the directors of my bank will hesitate. 

Mr. Johnson, of Indiana. You were asked by Mr. Cox "whether or 
not you thought it possible that a State-bank note could be gotten over 
the counter if it were not as good as a national-bank note. Along the 
line of that question I want to ask you if the necessities of men and 
the exigencies of business are not such that very frequently they are 
compelled to take, and do take, in the course of business, depreciated 
bank notes when there are good bank notes in existence in the same 
neighborhood? 

Mr. KiPLEY. I must answer yes to the question in that form. Beyond 
doubt, we take punched silver pieces and Canada coins. 

Mr. Johnson, of Indiana. The laborer, for instance, is very fre- 
quently compelled to take the kind of paper in which his employer 
may want to pay him, although it may not be the very best; or a man 
seeking labor may be required, as a matter of necessity, to accept 
depreciated paper in payment. Am I not right about that? 

Mr. Ripley. But all our money is about on a level, is it not? 

Mr. Johnson, of Indiana. I know that. But was it not the case, 
during the State-bank regime in this country, when depreciated paper 
circulated along with paper that was not depreciated; that one class of 
creditors was obliged to accept the one and another class obtained the 
other? 

Mr. Ripley. I have no doubt that was the case. 

Mr. Johnson, of Indiana. For instance, a creditor might be obliged 
to accept depreciated currency in payment of his debt if he knew he 
could not get anything else from his debtor. Am I right? 

Mr. Ripley. I think that case might have arisen. 

Mr. Johnson, of Indiana. If bad currency did not exist, then of 
course he would obtain good. 

Mr. Ripley. There is no doubt about that — if he obtained any. 

Mr. Johnson, of Indiana. There is a very large scope, is there not, 
within which as to State-bank paper, as authorized by this bill of Mr. 
Carlisle, we omit restrictions which are put by his bill upon national- 
bank paper? There are many provisions of the national-bank law which 
apply to national banks in Mr. Carlisle's bill, and which are not appli- 
cable to State banks. 

Mr. Ripley. I think I have said that. There are provisions which 
national banks must observe and which are not in the bill here. 

Mr. Johnson, of Indiana. You think that might cause a preference? 

Mr. Ripley. I endeavored to state that, that I thought there might 
be two classes of notes. 
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Mr. Johnson, of Indiana. A preference begets inequality iu the pay- 
ment of money, does it not! 

Mr. Ripley. Yes. 

Mr. Johnson, of Indiana. Then, under a State-bank system the pro- 
visions of the hvws of the various States with respect to bank issaes 
might vary very greiitlj^ miglit they not? 

Mr. JiiPLEY. I have not read the laws of the different States, bat 
they do vary; how much I do not know. 

Mr. Johnson, of Indiana. That wouhl be likely to create a prefer- 
ence among the various kinds of State-bank bills, would it not? 

Mr. Ripley. Issued under the proposed bill, do you mean? 

Mr. Johnson, of Indiana. Yes. 

Mr. Ripley. Yes, sir. 

Mr. Johnson, of Indiana. Your point, as I understand it, is that it 
is safer to have circulating notes issued under the exclusive control of 
one set of authorities than it would be to have them issued, even with 
certain governmental restrictions, under the authority of a number of 
independent sovereigns? 

Mr. Ripley. I believe that the fundamental laws governing the cir- 
culation should be prescribed by the National Government, as I said in 
the paper I read. 

Mr. Johnson, of Indiana. It is muchi^asier, I presume, for the busi- 
ness world to familiarize itself with one law under which a currency is 
issued for the whole country than it would be to familiarize itself with 
the laws of a number of independent States. 

Mr. Ripley. Tliere is no question about that. I think that, for that 
reason, we may explain why the national banking system has spread so 
largely — because it was known under what conditions the banks were 
organized and operated. 

Mr. Johnson, of Indiana. Mr. Cox used the expression in his ques- 
tions, 'Mnoney to suit us,-' referring to money to suit the individuals in 
some particular State. Can you conceive of any benefit which a State 
banking system would confer upon the people of any ])articnlar loc>ality 
that ci)uld not be just as well conferred upon them by a properly 
devised national issue of money?, 

Mr. Ripley. I think gentlemen are apt to overrate the value of cur- 
rency issue, anyway. As I understand it, there are a large number of 
sections of the country whicii call for more currency, but it has alwaj^s 
seemed to me that that call was defective; that it was not currency 
that was wanted, so much as capital, and that the incoming of capital 
was to be encouraged by sound banking as well as by other considera- 
tions. 

Mr. Johnson, of Indiana. Possibly you do not catch my question, 
or maybe I have not been very f»>rtunate in my method of expression. 
Can you conceive of the want of the people living in any State in this 
Lnion which could not be supplied Just as well by a national currency 
as it could by a currency under Stiite law? 

Mr. Ripley. You mean a currency issued under laws laid down by 
the Nati<mal Government? 

Mr. Johnson, of Indiana. Yes. 

Mr. Ripley. I believe that is the preferable way; not merely as good, 
but better. 

Mr. Huosius. Suppose you estjiblish in Boston a bank with •lOO,(K)0 
capital, under the Secretary's plan; yon take out circulation up to the 
limit of $75,000; you make a dep*»sit of 30 per cent on that, which is 
$2r),500. That reduces your capital stock to 874,500. Then your circu- 



Digiti 



zedbyLjOOgle 



NATIONAL CURRENCY AND BANKING SYSTEM. 289 

lation of $75,000, added, makes $149,500. You have the liability of 30 
per cent, and the doable liability of your stockholders. Suppose your 
bank negotiates a great many very bad loans; many of the debtors of 
your bank become insolvent; a number of your stockholders become 
insolvent; and your cashier runs away with half of the capital. What 
becomes of the holders of your notes! 

Mr. Ripley. Under the conditions laid down, the holders of the 
notes, it apx>ears to me, would have a hard time. 

Mr. Bbosius. Under the existing conditions of our present national 
banking system, do you think they would have a hard timet 

Mr. Ripley. No, sir. 

Mr. BBosnis. Then there is a liability here as to note holders losing 
the value of their notes in individual instances, such as have occurred 
within your knowledge in the last few years, unless there is either a 
Grovemment liability behind these notes or a joint liability on the part 
of the banks! 

Mr. Ripley. Yes, sir. It may come to pass that, unless the safety 
fund be called upon, the individual bank issuing the notes may not 
have assets enough to meet them. 

Mr. Bbosius. Then you must have security to cover such a case, 
must you not, in order to make every note holder in the United States 
feel sure that we will sustain no loss by reason of having such notes! 

Mr. Ripley. If we wish to introduce a system, or to continue our 
system, absolutely secure, so that the notes shall be absolutely secure 
beyond perad venture, by pledge of assets with somebody else, the pro- 
posed system is wrong. 

Mr. Walkeb. That answer is all wrong, so far as national-b;i>nk 
notes are concerned. Let the answer be read. 

The reporter read the answer, as follows: 

If we wish to introduce a system, or to continue our system, absolutely securo, so 
that the notes shall be absolutely secure beyond peradventure, by pledge of assets 
with somebody else, the proposed system is wrong. 

Mr. Wabkeb. And the present system is all right f 

Mr. Ripley. Yes, sir. 

Mr. Spebby. If I correctly understand you, it is your opinion that 
the banks would not operate under the Carlisle system, for the several 
reasons you have specified! 

Mr. Ripley. May I correct! 1 have endeavored to give you my 
individual opinion, but I dare not form an opinion as to what the banks 
will do. 

Mr. Spebby. I understood that you thought they would not, for the 
several reasons you specified. 

Mr. Ripley. I said that in my opinion the difficulties in the bill, 
which I tried to specify, would operate against it, but I do not wish to 
go on record here as predicting positively the a<3tion of banks. 

Mr. Spebby. You are giving us your opinion of its probable effect, 
are you not! 

Mr. Ripley. Yes, sir. 

Mr. Spebby. That is all I wanted. Suppose, as a matter of fact, the 
banks should operate under it and put out circulation; what would be 
the effect of that circulation on the legal -tender paper money of the 
Oovernmentt Would it tend to return that legal-tender money to the 
Treasury for redenii)tion f 

Mr. Ripley. Let me s^t that clear. If the banks issue notes as pro- 
posed, obviously a considerable part — how many we can not say until 
NAT CUB 19 
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the result — a coDsiderable part of the greenbacks will be locked up iu 
the Treasury. 

Mr. Spebby. That is assumed by the Secretary. 

Mr. KiPLBY. Your (question has to do with the remainder f 

Mr. Spebby. Certainly. 

Mr. liirLEY. I have no question that when there is a call for gold 
shipment, legal tenders will* be likely to be presented in order to secure 
gold, so long as the Government agrees, and carries out its agreement, 
to pay gold on demand. 

Mr. Bpebby. You do not get the idea in my question. It has been 
suggested by some bunking men that banks would make an effort to 
circulate their own bills as distinguished from other money. Now, yon 
think that is a factf 

Mr. Biplsy. I think that is a fact, sir. 

Mr. Spebby. Then, if that is a fact, would not the effect of that be 
to cause the greenbacks to flow back to the Treasury for redemption f 

Mr. BiPLEY. 1 think not; I think the banks would hold greenbacks, 
inasmuch as they are lawful money^ for the redemption of their own 
notes. They would be a part of their reserve. 

Mr. Spebby. You think they would rather hold them than to hold 
gold coin ! * 

Mr. EiPLEY. I think they would rather hold paper than gold, so 
long as there is no question about payment. This is what I mean by 
it. Four years ago, in the settlement of clearing-house balances, gold 
certificates were used very largely. At present, I think £ am not 
.wrong in saying that in the settlement of clearing-house balances, both 
in Boston and New York, very little or any gold is used at all. The 
legal tenders are used instead. In other words, the banks have had a 
tendency to cling to their gold. But if, under the conditions you pro- 
pose, there were that same preference, existing banks would undoubt- 
edly prefer to hold gold rather than greenbacks. Otherwise I can see 
no reason for it. 

Mr. Spebby. Would not that drive gold out of the Treasury at oncef 

Mr. Bipley. I should not say it would have that tendency, to with- 
4raw gold at once. 

Mr. Wabneb. If the number of greenbacks outstanding were 
decreased as you propone, would it not make the banks have a greater 
tendency not to present greenbacks than they have now! 

Mr. liiPLEY. I am inclined to think so. As I say, the greenbacks 
are lawful money for the purpose of redemption, and on that ground it 
seems to me they would be gathered in the banks. In other words, 
the banks would hold reserves of greenbacks and gold. If the ques- 
tion of export comes up, in case their stock of gold is large and in case 
they have no question but that they can get their legal tenders paid 
in gold, they would give up the gold. If, on the contrary, they have 
a shadow of doubt about that, the tendency would be to give up 'the 
legal tenders. 

Mr. BussELL. Kindly give your opinion on this: Would the enact- 
ment of Secretary Carlisle's bill, with its provisions as now drafted, 
be more favorable to State-bank issue than to national-bank currency f 

Mr. Bipley. In my opinion, as I tried to set it forth, as I read the 
provisions of the bill aflFecting State-bank notes, the difference between 
them and national-bank notes very obviously would be so marked that 
the State-bank notes would enjoy very little or any circulation under it. 

Mr. Johnson, of Ohio. Because of the character of the notes them- 
selves! 
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Mr. BussBLL. You miBanderstand my qnestion. 

Mr. Johnson, of Ohio. I beg your pardon. 

Mr. BussBLL. Take the provisions of the Carlisle bill now under 
consideration by us, without any change of its provisions. I am not 
speaking abont the character of the bills issued under the proposed 
law. Bat are not those provisions of the Carlisle bill more favorable 
to the issue of State-bank currency than they are to the issue of national- 
bank currency! 

Mr. Walker. On the face of them. 

Mr. BussBLL. In other words, are there not fewer restrictions in this 
measure of Seoretary Carlisle's affecting State-bank currency than 
there are for natioual-bank currency! 

Mr. Bipley. Allow me to answer in this way: In case of the desire 
of banks to issue notes, and the willingness of the public to take the 
notes, I think under this bill the banks themselves would be tempted to 
try and put their notes out. But the main contention I make is that 
under the terms of the bill it seems to me that the public would at 
once discriminate between the two, and discriminate in favor of the 
national-bauk notes. I beg to be allowed to repeat that. 

Mr. BussBLL. Then, in other words, a State currency under this bill 
would not circulate! 

Mr. BiPLET. I doubt it very much. I beg to repeat that point. The 
national-bank notes issued under this bill are secured apart from the 
90 x)er cent fund (in which case they are on a level with the State-bank 
notes), apart from the first lieu on the assets (in which they are also on 
a level with the State banks), and apart from the double liability of the 
stockholders (in which also they are on a level with the State-bank 
notes). The national-bank notes participate in the security afforded 
by the 5 per cent fund which is levied on all the banks. There is no 
such requirement affecting State-bank notes. 

Mr. Johnson, of Ohio. Each national bank has to take the notes of 
other national banks! 

Mr. Bipley. That is the present law. 

Mr. Johnson, of Ohio. Internal-revenue taxes are paid in them! 

Mr. Bipley. I do not know what the present practice is in that 
respect. 

Mr. BussELL. That is, the requirements of the national-bank notes, 
under Secretary Carlisle's bill, are more exacting than they are for the 
issuance of State-bank currency. 

Mr. Bipley. I do not quit« apprehend. 

Mr. Johnson, of Indiana. The question is easy if you think a 
moment 

The Chairman. The answer is, that it does exact one more condition; 
that is all. 

Mr. BussELL. Let the gentleman answer for himself. 

Mr. Johnson, of Indiana. The question is, which is the easiest bank- 
ing law under which to issue notes! 

Mr. Bipley. I think iys easier for the national banks. If, by issuing 
notes, you mean by putting them out, I think the national bank gets 
them out. 

Mr. Johnson, of Ohio. People take them more quickly. 

STATEMENT OF C. C. JACKSOV. 

The Chairman. Mr. C. C. Jackson, of Boston, is present and will 
address the committee. 
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Mr. Jackson. Mr. Chairman and gentlemen of the committee, I feel 
very much gratified to be allowed to come before you to say a word 
upon this matter. 1 am not a banker. I am a stockbroker. It would 
be absurd for me to attempt to say anything about the details of cur* 
reucy after the excellent expert testimony you have had on that sub- 
ject. But I do want to urge that you will put one particular clause m 
whatever bill you report for the reform of the currency, namely : Que 
directing the Secretary of the Treasury to begin in January, 1895, to 
cancel each month $4,000,000 United States Grovernment legal-tender 
notes now used as currency, either greenbacks or Treasury notes, as he 
finds most convenient; to use the sinking fund for this purpose so far as 
it will serve; and to sell bonds to raise the required cash, if necessary, 
and to continue this process till the legal-tender notes are all canceled. 

It would be absurd for me to give suggestions about the details of a 
currency system when you have experts like Mr. Hepburn on the sub- 
ject before you. But the effect on the investing public produced by 
anxiety about Government notes I have had a good chance to observe 
and good reason to carefully study. 

It is now generally admitted that the use of these Government notes 
is harmful, and the favorite plan seems to be to get some of them out 
of the market into the hands of the Government, and to allow the 
Secretary, if he pleases, to buy up and cancel others of them when he 
gets surplus revenue. It does not seem to me to be wise to confine 
legislative action to these steps. If the notes are kept alive and ouly 
held by the Government, instead of by the public, the world will not 
feel sure that they may not any day be ordered into the market again 
by Congress. And as for the cancellation by the Secretary of the 
Treasury with surplus revenue, who knows when we shall begin to 
have surplus revenue, or how long we shall continue to have it after we 
have begun ; and who knows what may be the desires as to cancella- 
tion of the gentlemen. who will hereafter be Secretaries of the Treas- 
ury? I think the case demands much more certain and immediate 
treatment. We want to immediately convince the financial world that 
we see clearly the harm which the use of Government notes as currency 
is doing us, and that we are going to cancel them just as fast as pru- 
dence may allow so great a change to be made. 

For more than two years, now, every day when we have come to break- 
fast we have all looked to see how the gold reserve of the Treasury 
stood. And not only we, but all Europeans who are seriously interested 
in financial questions have for that two years watched with anxiety lest 
our Government should fail to keep its promises and should break down 
in its effort to redeem its notes in gold. The strain on the nerves and 
the distraction from business produced by this anxiety has been very 
serious. But I think the disgrace to our country is still more important. 
Why should we make it possible for anybody to doubt whether we will 
keep our promises as to a duty so light and so entirely within our power 
to certainly perform ? The constant prompt redemption of $500,000,000 
of paper by a great nation of 7<»,000,000 of people left uncertain ! Why, 
it is only $7 per head for the total amount. We had far better tax 
ourselves this $7 per head at once and pay the whole amount off than 
suffer this disgrace and anxiety. 

Think of the humiliation involved in the last sale of bonds. The 
Treasury evidently had to make a special bargain with a strong syndi- 
cate, because it feared that no other buyers of the bonds would fiimish 
it with the needed gold. I think the Treasury oflScials were right in 
making this bargain under the circumstances ; but how clearly it proved 
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the ^ eakness of our system. Our system depends for its success on 
favorable conditions of business and on the favor of strong money syn- 
dicates. The Treasury is debarred from getting the money it wants — 
that is, gold — by popular subscription, because it is pledged to give gold 
always at its own counter for its own paper. Who knows how this 
money syndicate will be disposed to act as to gold when the Treasury 
comes begging again Y It is really an instance of poetic justice. It is 
dishonorable in our Government to force creditors by legal-tender laws 
now, in time of peace, when there is no emergency, to force creditors 
now to accept in satisfaction of debts paper which we know is not quite 
so good as gold, because at the best these people on whom it has been 
forced can not use it to pay any debts they may have abroad. And the 
obvious distrust of this paper by our importers and banks has lately 
made its inferiority and the injustice of this Government, action still 
greater. It is poetic justice, therefore, that our Government should 
find its unjust laws recoiling on itself, and forcing it to beg from some 
people and to bully others in order to get its needed supply of the 
standard money of the civilized world. 

And we hesitate to grapple boldly with this evil and to promptly 
root it out. Why! Because we should be substituting an interest- 
bearing for a nou interest-bearing security. We know that we ought 
to gr^ually cancel $500,000,000 Government demand notes. If 
bonds were sold to raise the $500,000,000 needed for this purpose at a 
rate of interest a little under 3 per cent, and with the advantage of 
some saving in expenses of redemption, etc., the added annual cost to 
the Government might be $14,000,000. This is the whole story, and 
the work would then be complete. 

We should no longer be ridiculous in the eyes of the world; we 
should not again have to humiliate ourselves before money syndicates; 
we should no longer cause our own and foreign capitalists to hesitate 
about investing here; and we should make it much easier to get the 
consent of conservative people, who wisely fear inflation, to the adop- 
tion of more liberal laws for the issue of currency by banks. 

How can we strike a balance between the gain and loss heref How 
can we compare an outgo of $14,000,000 per year with the great 
annoyance caused by lack of currency in the sparsely settled districts 
and the humiliation and dishonor of our Government, and all the 
misery and anxiety which it causes watchful citizens? We cannot 
make this comparison, because, if for no other reason, the importance 
of dishonor can not be expressed in money. 

But there is one comparison which we can make, and it is a sug- 
gestive one. The best statisticians consider, I believe, that the average 
income of each of our inhabitants is somewhere about $200 per year. 
Perhaps it is not quite so much as this, but this is near enough to the 
fact. Suppose that the decrease in incomes caused by the timidity in 
expenditure and hesitation in business, arising from fear about the gold 
reserve, has amounted to 5 per cent during the last two years. This 
would be $10 per head each year, or $700,000,000 in the whole country 
each year, or $l,4o0,(ft)0,000 in the two years. Now, of this the 
$14,000,000 added annual interest, which is so feared, is only 1 per 
cent. It is only one-tenth of 1 per cent of the annual income of our 
citizens. It is, of course, very easy to make stiartling figures by adding 
a few zeros, and so to prove almost anything. But am I at all at fault 
in this computation ! I beg you to go over it carefully yourselves. 
The statement that $14,000,000,000 is the aggregate amount of the 
annual incomes of all the people of the country often puzzles men. 
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becaasethey know that the total aunnal products of the country do not 
amount to nearly as much as this. A very large part of the incomes of 
our people, however, are derived from services rendered to each other, 
and the incomes are none the less fairly earned and none the less 
important to the earners merely because they do not represent the 
production of solid things, like potatoes and iron. 

Take, for instance, the fees and salaries of lawyers, ministers, painters, 
and singers. We know that many of such people have had their 
incomes sadly curtailed during these two years. And among those of 
not so great capacity, who act as brokers, or teachers in the schools, 
or accountants, etc., how many instances of great suffering we have 
heard of lately! Sometimes the depression does tell strongly even on 
the production of solid things — as when, for a most striking case, the 
rate of production of iron fell for some months in 1893 to 40 per cent of 
what it had been before. 

Besides the hesitation and timidity in this country we must take 
into the account the withdrawal of capital by foreigners, which 
caused an excess of exports over imports of $279,000,000 in the year 
August 1, 1893, to August 1, 1894, and say one-half that amount in the 
current year. 

It seems to me that to attribute a decrease of 5 per cent in incomes 
during the last two years, a loss of $1,400,000,000, to anxiety at home 
and abroad about the gold reserve is thoroughly reasonable. And we 
must remember that this anxiety and loss is by no means ended yet^ 
and also that it began to some extent back in 1885, and has been more 
or less active almost ever since then. 

And I have taken no account here of the frightful wreck of health 
and life and property in the panic of 1893. We all know instances of 
sad loss of health, and most of us, probably, of one or more cases of 
death among our own friends, which were obviously caused by that 
panic. 

Now, it would be absurd to attribute the panic wholly to the vicious 
character of our currency. Panics pretty regularly recur about ten 
years apart. But unquestionably our bad currency was one of several 
causes of this panic, and it increased the sharpness and intensi^ 
of it enormously. It is only necessary to compare our experience in 
this panic with our experience in former ones, and with the experience 
of England during the last twenty years, in order to feel sure that our 
vicious currency doubled our sufferings. 

And we consider an annual interest charge of $14,000,000 as more 
important than the lowering of the honor of our country plus a loss of 
$700,000,000 in a single year, with nobody knows how many more losses 
to follow. 

We brokers have the same kind of question constantly facing as that 
the Government has. We, of course, can not borrow on call without 
interest, as the Government can, but we cap almost always borrow 
much cheaper on call than on time. We do not dare, however, to have 
more than a moderate share of our loans on call, although we always 
have good convertible quick assets backing up every loan. The 
Government has almost no quick assets beyond its working balance, 
and has $500,000,000 out on call, but it is not wiUing to fund this 
call loan, because it would force the inhabitants of the country to 
pay an additional 20 cents apiece each year, even though this fiinding 
would save it from humiliation, and would save these inhabitants from 
losses of hundreds of millions each year. 

Was there ever such indifference to reputation or such bad bueiness 
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jadgmentl Puttiug aside all consideration of honor, the fear of a 
charge of $14,000,(K)0 per year, at the most, distributed among 
70,000,000 of people, prevents our putting our finances in proper order, 
and prevents our sharing as we might in the revival of enterprise 
which is now springing up in Europe. 

On this latter point let me read you a paragraph &om the financial 
column of the New York Evening Post of last Wednesday: 

It is not improbable that the railway shares may later on reflect further the expec- 
tations roused by the interstate amendment, especially if the bill goes promptly 
throagh the Senate. But the hesitation of the market to-day, taken in connection 
with its action since October, is evideuce euongh that the trouble now existing lies 
much deeper. Europe's view of our currency situation, reflected in the foreign 
sales, even after the election and the bond issue, and expressed with little reserva- 
tion iu the best-informed foreign newsphpers, is shared m no small degree by home- 
investinff interests. It does not excite alarm, but it prompts the utmost caution and 
checks M elforts to anticipate returning prosperity. The gold movement's continu- 
ance will depend largely upon how far the conduct of our legislators justifies or 
belies these honest misgivings. But for this doubt over the possibility of currency- 
reform legislation, a foreign buying movement in American securities would now be 
almost certain. The spread of the investment movement in London is shown by the 
fact that subscriptiouR tu new security issues in that city have risen from a weekly 
average of $3,500,000 in September and $6,500,000 ip October to $15,000,000 since 
November's opening. But little or nothing of this new capital comes to the United 
States. Of the fifty -million Federal loan of November, hardly more than a million 
passed into foreign keeping. 

The world is watching to see whether Congress will allow our Treas- 
ury to dritt along in its present helpless condition — appealing more and 
more frequently and weakly to the money powers — or whether Con- 
gress will do boldly, promptly, what it has evidently decided to do 
eventually, and root out the evil immediately. The cancellation can 
be as slow as we please. What is needed to restore our good standing 
and peace is the adoption of apian which will surely, w'ithout fail, effect 
this cancellation within a definite period of time. Capital is much 
wanted in the newer part« of the country andean much more easily be 
got if the greenbacks and Treasury notes are once canceled. 

This seems to me to be of vastly more importance than is generally 
appreciated. It is about two years and a half since people began to 
be anxious about the Treasury position. I suppose we people in the 
street — as we say — feel it more than most people. But certainly it has 
' been our experience that it has been the cause of great anxiety and 
worry to every business man of the country. The $14,000,000 charged 
is the largest element at the very worst, and it would not be as much 
as that. 

The Carlisle bill or the Eckles bill, taken alone without anything 
further, will not, so far as I can judge, give confidence either to home 
investors or to European investors. 

Mr. Johnson, of Ohio. Your reason for wanting to retire greenbacks 
is to avoid the necessity of carrying a gold reserve? 

Mr. Jackson. In a general way, but I want to say another thing, if 
you go into details. 1 think that very soon after a great many green- 
backs were canceled we should be compelled to make the silver dollars 
convertible into gold on demand. I do not think it would increase the 
strain on the Treasury to-day. 

Mr. JonNSON, of Ohio. You want to retire the greenbacks so that 
there will be no call loans for gold! 

Mr. Jaokson. Exactly. 

Mr. Johnson, of Ohio. And then you want to propose a step fur- 
ther — ^that is, to make every silver dollar or silver certificate redeem- 
able by the Government in gold. 
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Mr. Jackson. Every one of them. 

Mr. Johnson, of Ohio. So you would still have to carry gold. 

Mr. Jackson. Yes, sir. 

Mr. Johnson, of Ohio. Until what point should be reached! 

Mr. Jackson. I do not know exactly how I would treat the silver 
dollars eventually; I have not thought of that. The Treasury would 
need a much smaller reserve in the future if the greenbacks or Treas- 
ury notes were out of the way. In faot, I think the need would be 
almost hext to nothing. 

Mr. Johnson, of Ohio. You would have to have a small reserve for 
that. 

Mr. Jackson. Undoubtedly. 

Mr. Johnson, of Ohio. You would reissue the silver dollars after 
they have gone into the Treasury, would you! 

Mr. Jackson. It is enough to l>egin. I should like to retire the 
silver dollars by and by, but we have got to protect the Treasury notes 
and greenbacks first. 

Mr. Johnson, of Ohio. The amount of greenbacks and Treasury 
notes is about $500,000,000 f 

Mr. Jackson. I think so. 

Mr. Johnson, of Ohio. And the amount of silver and silver cer- 
tificates! 

Mr. Jackson. I think the amount of silver certificates is about 
$340,000,000 additional, and about $50,000,000 of silver dollars. 

Mr. Johnson, of Ohio. Ultimately you want to retire all those with 
gold! 

Mr. Jackson. That is what I should prefer. 

Mr. Johnson, of Ohio. Is that the feeling of the << street,'' as yoa 
express it! 

Mr. Jackson. I think without doubt that is the feeling of men who 
have really given thought to it. Of course, I know men do not really 
think much about it. But there is no question about it at all, and it is 
perfectly impossible to make many people believe that we are not going 
upon a silver basis, and that soon. I have talked with many who 
thought so. I have talked with one gentleman whose father is in the 
Bank of England, in London, and he says: ^^You are going to silver in 
three years, as a matter of course.^ They take it as a matter of course. 
We have got to change that if we want to get on a proper footing with 
the rest of the nations of the world. 

Mr. Johnson, of Ohio. After destroying the belief of the people in 
further silver, as you think ought to be done, you think the next step 
would be to retire greenbacks and finally to retire all the silver in 
circulation! 

Mr. Jackson. That is it. 

Mr. Johnson, of Ohio. And that is the feeling among the people of 
Few York City! 

Mr. Jackson. I live in Boston, but I should say it is, decidedly. 

Mr. Sperby. Would you circulate any silver at all! 

Mr. Jackson. Assubsidiary coinage, of course; halves and quarters. 
I do not think a little silver could do any great harm. But this matter 
of passing silver as a legal tender when it is only intrinsically worth 
50 cents on the dollar is, of course, vitally wrong and must do harm. 

Mr. Sperby. Do you think we shall ever be able to redeem our 
obligations in gold! 

Mr. Jackson. I do not think there is the slightest question of it I 
think this notion about the scarcity of gold is an entire mistake. 
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Mr. Spebbt. Out circnlatioii is how mnch larger than our gold! 

Mr. Jackson. Five hundred million dollars in greenbacks and Treas- 
ury notes together, as near as I can estimate; I would not pretend to 
be accurate; $340,000,000 of silver certificates and $56,000,000 of 
silver. 

Mr. Spebby. How long, in your judgment, would it require the United 
States to redeem its obligations in goldf 

Mr. Jackson. I think to cancel greenbacks at the rate of about 
$50,000,000 a year would not only be perfectly easy, but would be 
moderate enough. It is not a question of redeeming and canceling in 
gold particularly. All the Secretary has to do is to sell $500,000,000 
in bonds, and destroy the greenbacks received in payment. 

Mr. Spebby. What would you issue, if anything, in place of the 
Treasury notes taken in and destroyed? 

Mr. Jackson. When you say "you" do you mean the Government, or 
do you mean the banks! 

Mr. Spebby. The Government. When the Government takes in 
the United States Treasury notes, greenbacks, and notes issued under 
the act of 1890, and destroys them, what would you issue in place of 
them, if anything f 

Mr. Jackson. I should not properly call it issuing at alL But what 
I should do would be to coin the gold brought to the mint into stand- 
ard dollars and eagles and subsidiary coinage. 

Mr. Spebby. Would you substitute for the destroyed currency any 
other paper currency! 

Mr. Jackson. I would let the banks take care of themselves, just as 
I would let an apothecary take care of medicine, and let shoemakers 
tske care of shoes. It is a great deal worse for the Government to 
enter into the business of banking than it is for an apothecary ; there is 
much greater dilBference in the avocation. 

Mr. Walkeb. Do you understand thatthereare $346,000,000 of green- 
backs! 

Mr. Jackson. I think so. I may not be accurate, but I think so. 

Mr. Walkeb. Suppose we had a banking system which required the 
banks to keep their bank reserve, half in gold and you might keep the 
other half in silver. Assume $400,000,000 altogether, then there would 
be $200,000,000 of each. Suppose $246,000,000 of the greenbacks out 
were destroyed after being purchased by bonds or by the banks assum- 
ing the greenbacks for their own notes ; and then suppose the Treasury 
paid $100,000,000 out for the other $100,000,000. That would clean up 
the greenbacks! 

Mr. Jackson. Yes; that would clean them up. They would still be 
in existence. 

Mr. Walkeb. No. 

Mr. Jackson. I thought you said they would be held against the 
bank notes. 

Mr. Walkeb. No, sir. You will please make my question as I put it. 

Mr. Jaokson. I misunderstood you. 

Mr. Walkeb. If the Government took up $246,000,000 of greenbacks 
and destroyed them, and the banks put their own notes in place of 
them, provided the Government would agree when they went out of 
existence to pay them with some money, that being the condition on 
whioh they took them; then the Treasury had the $100,000,000 to pay 
the other $100,000,000 of greenbacks. That would destroy the whole, 
80 fiur as the Treasury is concerned, in current redemption! 

Mr. Jackson. Yes. 
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Mr. Walkbs. Wonld there be the slightest idea in Earope, in this 
country, or anywhere else, that there is the least danger of oar coming 
to a specie basis if the Government would say, *^ We will pay no more 
gold ; you can go to the banks for your goldf '^ 

Mr. Jackson. I understand that that is your bill 

Mr. Walker. I did not ask that. 

Mr. Jackson. No, sir; I say I think that is a good deal better. I 
think your notion of paying greenbacks is vastly better than Bckels's 
or Garlisie's plan of holding them. But what I want to say is this: I 
do not think that would establish confidence so much as going ahead 
on a definite plan to burn up all that is taken in. That is what would 
establish confidence. Sometime ago, after the war, at any rate, we 
had a certain number of greenbacks out. Then we got some more out, 
and got some back, and so on. 

Mr. Walker. You are not answering the question. 

Mr. Jackson. Yes, I am ; I want to show you why it would not estab- 
lish confidence, as you think it would — at least in my opinion, if you 
want my opinion. My opinion is that it would not, and for this reason, 
if you please, sir. 

Several members of the committee. Go ahead. 

Mr. Jackson. I say that confidence by the action of the Government 
has been seriously impaired. When we had 9346,000,000 of green- 
backs everybody said that would never increase. But silver certificates 
were issued which were apparently receivable for dues, and were held 
by the banks as reserves (very nearly as bad as if they were absolutely 
redeemable in gold) ; then, in addition, there were the silver certificates 
amounting to nearly $350,000,000, and $150,000,000 more of Treasury 
notes, making altogether about $840,000,000 of this wretched stuff, 
when we should have had but $346,000,000. I think that Mr. Walker's 
plan, along with the plan of Mr. Carlisle or Mr. Bckels, is defective in 
that way. It will not restore confidence. We have got to turn a sharp 
angle. We can not slide along easily. We have got to turn sharply 
around and adopt a plan which will cancel all these notes and show a 
perfect change of heart, I think. I have tried to answer you. 

Mr. Walker. I believe you have said that aboat three times ; I hope 
you will not say it again. 

Mr. Jackson. I do not know that that is necessary. Still, if that is 
your method in here, of course I shall respect it. 

The Chairman. I believe the witness is entirely respectful. 

Mr. Walker. I suppose members of the committee have some rights. 

Mr. Jackson. And I suppose a witness has. I agree with you very 
decidedly financially, but I do not wish 

Mr. Walker. I was asking you a question, and I want to say here 
that since Mr. Carlisle has brought in his bill it has seemed out of 
order to speak of any other bill, and I believe you are the first gentle- 
man who has sxK)ken of any other bilL 

Mr. Jackson. I was not aware of it. I am very sorry. 

Mr. Walker. You are the first man who has introduced his name. 

Mr. Jackson. I apologize most humbly. I was not aware that it 
was improper. 

Mr. Walker. I only say that I was asking questions, and you have 
chosen to answer them as you have. I think I will ask no more. 

Mr. Brositts. Suppose all the greenbacks and Treasury notes are 
out of the way, and that all of our paper money consists of notes 
under the banking system. Would you consider it practicable to have 
those notes all redeemed in gold at the Treasury of the United States, 
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instead of having them redeemed over the counters of the banks? In 
other words, having a single place for one redemption instead of hav- 
ing three or four thousand, as the case may be, according to the num- 
ber of banks. 

Mr. Jackson. That is a thing I have not thought of. I should think 
it would be extremely inconvenient for many people. The notes are 
now redeemable at the banks and at the Treasury, and sometimes at 
other places, and I think that has worked very well. 

Mr. Brosius. Some publicists advocate having a single place to 
keep gold to be used for purposes of redemption, on the ground that it 
is very much more economical to do so; that it requires more gold to be 
held in reserve if divided up into 4,000 parcels than to keep it all 
together. 

Mr. Jackson. I do not believe that is the case. That same notion 
was held by these large industrial concerns. They thought because 
they were big they could have a large floating indebtedness, but it 
turned out that large concerns can not have nearly so large indebted- 
ness as a smaller concern. In the long run it is my impression that the 
Government would have the same experience. Of course I do not know. 

Mr. Haugen. Do you think this large gold reserve would always be 
the object of attack! 

Mr. Jackson. I should not like that method. 

The Chairman. If there are no other questions to be asked this 
gentleman, the Chair will state that to-morrow Mr. St. John, of New 
York, and Mr. Williams, the president of the Chemical Bank, of New 
York City, will be here, and the committee will meet at 10 o'clock 
unless there be some other order. 

Mr. WAL.KER. I move that we go into executive session for a few 
minutes. 

The motion to go into executive session was agreed to at 4 o'clock 
and 20 minutes p. m. After a short executive session the committee 
ai^ourned, to meet at 10 o'clock to-morrow morning. 



Committee on Banking and Currency, 

Saturday^ December' 15^ 1894. 

The Committee met at 10 a. m. 

There were present Mr. Springer (chairman); Mr. Sperry; Mr. Cox; 
Mr. Cobb, of Missouri; Mr. Culberson; Mr. Ellis; Mr. Cobb, of Ala- 
bama; Mr. Warner; Mr. Johnson, of Ohio; Mr. Black; Mr. Hall; Mr. 
Walker; Mr. Brosius; Mr. Henderson; Mr. Eussell; Mr. Haugen; and 
Mr. Johnson, of Indiana. 

The Chairman. The committee will please come to order. The chair 
has received the following letter, which he desires to submit to the 
committee. It is from York, Nebr. 

Mr. Johnson, of Indiana. What is the name! 

The Chairman. George W. Post, president of the York National 
Bank. 

The chairman proceeded to read the letter. 

Mr. Johnson, of Indiana. Does the chair desire that to go in the 
record f 
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The Chaibman. Yes. 

Mr. Johnson, of Indiana. Has the chair received letters from people 
throughout the country in regard to the bill, letters of a general charac- 
ter ad;dres8e<l to the chair f 

The Chairman. Borne of that character, yes. 

Mr. Johnson, of Indiana. By what method does the chair determine 
which to present and have incorporated in the record and which to 
keep back! 

The Chairman. The chair ha8 heretofore presented letters only 
addressed to the committee from those who have been invited to appear 
before the committee, and the reason this letter was presented here 
was, it came from a region of country from which we had not been able 
to get persons. 

Mr. Johnson, of Indiana. It seems to me if we are going to put into 
the record individual letters from those people who favor this bill, it 
would be a i>retty good idea to put in letters generally on this subject, 
so we will have a general consensus of the opinion of the country. 

The Chairman. If there is any objection, I will withdraw the letter. 

Mr. Johnson, of Indiana. I would like to ask the chairman a ques- 
tion first. I would like to ask the chairman if this is the only letter of 
that kind indorsing the Carlisle plan. 

The Chairman. This is the only one from a national banker. 

Mr. Johnson. I would suggest that they all be put in or that this 
one be withdrawn. 

The Chairman. The chair will withdraw the letter. 

Mr. Hall. I got a letter from a Populist this morning in which he 
denounced the bill. 

The Chairman. The chair desires to state that he has received a 
letter from Mr. John W. Stewart, of New York, who regrets that he can 
not be present, he having been invited to be preseiit. The gentlemen 
present to-day are Mr. St. John, of the Mercantile National Bank, and 
Mr. Williams, of the Chemical National Bank of New York. Mr. Wil- 
liams will first address the committee. . 



STATEMENT OF ME. GEORGE G. WILLIAMS, PEESIDEHT CHEMICAL 
NATIONAL BANK, NEW TOEK. 

Mr. Williams addressed the committee, as follows : 

Mr. Chairman and gentlemen of the committee: Invited to present 
my views before this committee, they shall be as brief as the subjects 
in hand will permit. 

The situation is one requiring but firmness and common sense. The 
first problem in our clumsy and conglomerated financial system is the 
disposition to be made of the legal-tender notes. Coming into being 
during the war, they performed their functions admirably as a war 
mea^sure, but we now wake up and find that the war is over and that 
the notes are in the way and are not wanted. No financial scheme can 
be permanently successful without providing for the elimination of 
these notes from our fiscal system. Provision should be made at once 
for the funding of a part of them, say $250,000,000, in amounts of per- 
haps $50,000,000 at a time, at the discretion of the Secretary of the 
Treasury. 

United States bonds bearing a rate of interest not over 3 per cent — 
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and my idea would be that a 3 per cent bond would be the most advis- 
able to issue, as it would never go below par — and that these bonds 
should be received as security for circulating notes of national banks on 
a basis of par for the bonds, the Government having a first lien also on 
the assets of the banks as additional security. No further margin need 
be required, as the security would be ample. The.se notes should be 
redeemable in the city of New York, and when issued in suflftcient vol- 
ume and being readily convertible would furnish adequate elasticity to 
the currency, which is so much desired, but in no event should be made 
subordinate to that of security. 

The tax on the circulation of national banks should at once be removed, 
and it will be readily seen that with a 3 per cent bond at par and no 
tax to be paid on the circulation there will be some inducement for 
national banks as a matter of profit to take out circulating notes. 

I might say one word in regard to the Baltimore plan, and it is this: 
That the security would be ample for notes issued by banks conducted 
in as conservative a manner as are those oi' the banks of that city, but 
it is to be remembered that this system would apply to nearly 4,000 
banks, many of them very small, and located in all parts of the coun- 
try, and that it is presumable that very many mushroom banks would 
be started, merely with a view of issuing circulating notes; and it 
seems hardly possible that loss can be avoided to the whole system, 
arising from the failure of such banks. As to the proposed issue of 
notes secured by a sinking fund and a tax to be levied on solvent 
banks, to secure the circulation of any number of mushroom banks 
which would undoubtedly spring up, it will be readily seen that con- 
servative and well-managed institutions would absolutely refuse to join 
hands in making good losses sure to arise from failed banks. 

Providing in this manner for the funding of the legal-tender notes, 
and for a new issue of national-bank notes, there still remains to be 
dealt with the question of the silver certificates and of the Sherman 
notes. With reference to the latter, the reserve of $100,000,000 in the 
Treasury would seem to be an\ple for their protection; and as for the 
silver certificates, I would say that it would be wise to pass an act of 
Congress allowing them to be redeemed in silver bullion at its market 
value, at the discretion of the Secretary of the Treasury; and I do not 
know but that it might be well enough to include in such an* act the 
Sherman notes also. 

With these few changes in the law, our financicil system would be 
upon a sound basis, without which it is impossible to do business with 
confidence, and the eflicieucy of our banking system, the most perfect 
which has ever been devised, would be increased and strengthened. 

Mr. Warner. Do you think that the plan you propose would give 
sufficient elasticity to the currency? 

Mr. Williams. I think that the national-bank notes would take the 
place of the legal-tender notes, and when they are not wanted, as at 
present, they would be redeemed. That would give sufficient elasticity 
to the currency. If $250,000,000 of legal-tender notes were withdrawn 
and an equal amount of national-bank notes substituted which would 
be readily redeemed, I think it would afford sufficient elasticity to the 
currency. The details of this can be worked out by the Treasury 
Department having on hand ready printed an<l ready to be issued at 
any moment a sufficient quantity of these notes m leser^e, which would 
afford relief in case of emergency. 

Mr. Wabnbb. To what elasticity do you especially refer; the elas- 
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ticity which will keep the geoeral volume of notes in accord with the 
general development of business, or the elasticity which will provide a 
large excess in one month, for example, over what might be necessary in 
the next month! 

Mr. Williams. There are times when there is tflo much money, and 
times again when money is scarce. When money is a plethora in the 
market, as it is iit present, and cannot be used it will be taken in, and 
national-bank notes will remain locked up in the vaults of the national 
banks. When a demand comes they would go out by discounts. 

Mr. Warner. Your idea is this would provide elasticity to meet the 
varying demands of business week by week and month by month! 

Mr. Williams. I do. 

Mr. Warner. And your term "elasticity" refers to that and not to 
a general expansion to meet all the developments of business, by years, 
for example ! 

Mr. Williams. I think that will provide for itself. 

Mr. Warner. I understand you. You speak about redemption 
facilities. Do you consider that would have enough of elasticity unless 
we had better redemption facilities than we have now f 

Mr. Williams. The better the redemption facilities the more elastic 
is the currency. 

Mr. Warner. Do you think, for example, that provision of our 
present law which makes the national-bank notes a practical legal 
tender between banks were repealed, our currency would be more 
elastic ? 

Mr. Williams. 1 do not know that I get your idea. 

Mr. Warner. As I understand, our present national-bank law prac- 
tically makes the notes of national banks legal tenders in transactions 
between banks? 

Mr. Williams. Yes; among themselves. 

Mr. Warner. And that takes away what might, under some circum- 
stances, be an inducement for the banks to send each other's notes 
promptly in for redemption, does it not! 

Mr. Williams. We never have found in our experience that pro- 
vision was objectionable. 

Mr. Warner. You think it has little or no effect! 

Mr. Williams. It has not with us. These notes are redeemable 
readily at a central point, and when they are not wanted they are taken 
in, and when they are wanted they quickly go out. 

Mr. Warner. So that in regard to that special feature you suggest 
no change! 

Mr. Williams. I suggest no change. 

Mr. Warner. But, generally speaking, additional redemption facili- 
ties would assist elasticity! 

Mr. Williams. Eedemption in the city of New York would be more 
desirable than in Washington, simply because of the cost of transport- 
ing notes by express from New York and different cities to Washington. 

Mr. Warner. The greater the redemption facilities the greater the 
elasticity! 

Mr. Williams. Yes. 

Mr. Warner. Now, I am about to ask you a few questions; but it is 
not my intention to go into the business of your bank to any extent 
which is not now published, so if I should inadvertently ask any ques- 
tion which you think goes beyond that, I trust you will stop me. I 
want to show the jwsition of your bank and the conservatism of that 
position. What is the capital of your bank! 
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Mr. Williams. Three hundred thousand dollars. 

Mr. Warner. What is the present quotation of its stock! 

Mr. Williams. About forty-three hundred. 

Mr. Warner. So that the capital of your bank now represents how 
many millions of dollars! 

Mr. Williams. Our capital is $300,000 and our surplus is about 
17,000,000. 

Mr. Warner. Your stock is worth about $4,300 a share! 

Mr. Williams. Yes, sir; it sells for that. It sells for more than it 
is worth. 

Mr. Warner. Forty-three times as much as its par. What is the 
amount of your bond deposit! 

Mr. Williams. The Chemical Bank h^s never taken out any circu- 
lation whatever. Our bond deposit is $50,000; but we have never cir- 
culated any notes. 

Mr. Warner. You think the Baltimore plan is not sufficiently con- 
servative! 

Mr. Williams. My idea is — I have no confidence in the circulation. 
We tried it in the city of New York and State of New York, and it was 
not successful; and the Baltimore plan, as 1 have stated in the paper I 
have presented, would be all very well for the institutions where there 
has not a failure occurred in a bank for about sixty years, and where 
there is a correct public sentiment and nothing mushroom would be 
tolerated; but it is to be presumed, if the bond security is taken away« 
that any number of banks will spring up in great numbers at every 
crossroad town in the West, and let the Comptroller of the Currency- 
do the best he can, those banks will get ahead of him and there will 
be lots of littlerfailures. 

Mr. Warner. You are referring now to the national banks! 

Mr. Williams. Yes, sir. 

Mr. Walker. I want to get at under what conditions he announces 
these mushroom banks would spring up! 

Mr. Williams. In the event of being allowed to issue circulating 
notes without every one of them being absolutely secured. 

Mr. Warner. That is under the Baltimore plan, for example. 

Mr. Williams. Now, I am talking about the Baltimore plan. 

Mr. Warner. What is the reason, may 1 ask, that you have not 
taken out circulation ! 

Mr. Williams. We were under the State-bank system and issued 
circulating notes up to the breaking out of the war, and at that time we 
had about $300,000 of notes in circulation, and we redeemed every one 
of them in gold—and we did not care, as a matter of pride, and a little 
profit in it too; but we did not care, as a matter of pride, to issue notes 
which could not be redeemed in gold. 

Mr. Walker. As I understand, you see no necessity for funding but 
$250,000,000 of the $500,000,000 of Treasury notes, etc.! 

Mr. Williams. I meant to have added to my remarks the remaining 
legal tenders could be provided for in due time by the surplus revenues. 
I would like to add that. I meant to have done so. I would like to 
add to this statement that the remainder of the legal tenders should be 
provided for in due time by the surplus revenues of the Government 

Mr. Walker. How are they to be redeemed by the surplus revenues 
of the Government when the revenues are $r»,000,000 or $8,000,000 a 
month less than the current expenses of the Government! 

Mr. Williams. Well, I take it for granted some time or other there 
will be money enough in .the Treasury to redeem these legal-tender 
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notes at par instead of baying 4 per cent bonds at 130, as the Govern- 
ment did at one time. 

Mr. Walker. Why should you assume that under present condi- 
tions! 

Mr. Williams. Only from the history of the past. 

Mr. Walker. Well, are we not under very different laws from what 
we had in the past, revenue laws of all kinds? 

Mr. Williams. That may all be, but the Government has reduced 
its debt from the time of the close of the war over $2,000,000,000, and 
I do not believe we are going to be a bankrupt treasury either. 

Mr. Walker. Do you think the experiment thus far and all revenue 
laws and conditions would justify our expecting the revenues will 
exceed the expenditures ! 

Mr. Williams. I think they will in the course of ten or fifteen years. 

Mr. Walker. Then in due time you mean ten or fifteen years! 

Mr. Williams. Yes; I do not say in six months. 

Mr. Walker. Then for ten or fifteen years, according to your testi- 
mony 

Mr. Williams. Excuse me. I am jumping at that. 

Mr. Walker. I understand that. Then for ten or fifteen years there 
will be $250,000,000 

Mr. Williams. There will be $146,000,000. The legal-tender notes 
now 

Mr. Walker. And the Treasury notes; do not the Treasury notes 
threaten the gold in the Treasury just to the same extent? 

Mr. Williams. I have provided for this. 

Mr. TValker. But I haven't asked my question yet. Do not they 
threaten the gold of the Treasury just as much as the greenbacks? 

Mr. Williams. Quite as much. 

Mr. Walkeie£. What answer do you give to that? 

Mr. Williams. Fund the legal tenders and then the $100,000,000 of 
gold in the Treasury would be as a reserve for the Treasury notes. 

Mr. Walker. Well, but you are only funding S25 ^000,000, and you 
leave $100,000,000 of greenbacks and $150,000,000 1- 

Mr. Williams. We leave those greenbacks; many are destroyed 
and a great many are out of sight and not in circulation, hoarded up, 
and they will hardly come to the surface — will hardly be felt. 

Mr. Walker. Do you think if $250,000,000 of the $500,000,000 of 
greenbacks and Treasury notes all equally payable in gold by the Treas- 
ury were taken out of circulation and bank notes substituted, that the 
other $250,000,000 would not be sought and used to take gold out of 
the Treasury by those who export -gold? 

Mr. Williams. If it were needed; but I think the contraction which 
would result to a moderate extent in funding $250,000,000 of le^al 
tenders, and the redemption facilities of redeeming national-bank notes 
would inspire confidence in our currency and would relieve theTreasury 
there would not be so large an amount of gold wanted in export, and 
and foreign capital would be invested here. 

Mr. Walker: Will not you explain to the committee how substitut- 
ing $250,000,000 of national-bank currency for $250,000,000 of Treasury 
notes and greenbacks is going to relieve the Treasury from current 
redemption? The demand is just as big as it is to-day; how are you 
going to lessen the demand for gold ? 

Mr. Williams: The funding of $250,000,000 of legal tenders leaves 
the Treasury notes to be provided for by the $100,000,000 gold in the 
Treasury. 
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Mb. Walker: 1a not that being taken out to-day, and has it not 
been for the last year or two! 

Mr. Williams. I think the facilities for redeeming the national-bank 
notes and the elasticity which would result from the legal tenders being 
changed to national-bank notes, the legal tender being a fiat currency, 
whereas the national-bank notes can be redeemed, every one of them, 
would so tone up the money markets that the rates of interest would 
be improved and foreign capital would be utilized in the New York 
market. 

Mr. Walker. Will you give the committee, so far as you know, the 
class of persons aud theii* business who have taken gold from the 
Treasury in the last twenty-four months. Are they not brokers 
and those who furnish the money for the importers to pay for their 
goods, etc.? 

Mr. Williams. There is always a large amount of foreign money 
used in New York if the rate of interest would justify its being left 
there. The Canadian banks always use a large amount in the New 
York markets, provided they can get interest enough to make it an 
object to be left there. Money can always be borrowed in New York 
of the foreign bankers, or rather, foreign money can always be bor- 
rowed in New York by those doing business abroad, collateral being 
left with the bankers here and the money being drawn for by the lend- 
ers on the other side. 

Mr. Walker. What you said is interesting, but I want, if you please, 
to fix your mind on my question. How will the minds or habits of 
persons who need gold, and they do need it constantly, and the chang- 
ing of $250,000,000 of greenbacks and Treasury notes into national- 
bank notes will not lessen the demand for gold, as far as the committee 
understands, a particle. We do not know how it is going to do it. 
How is it going to relieve the Treasury from this constant drain of gold, 
in view of the fact they keep wanting but a very few millions of dollars 
on a given day or weekf 

Mr. Williams. The Secretary of the Treasury, in his report, if you 
remember, states that about $243,000,000 of the balance of trade has 
been in our favor, and yet we have exported gold. A large part of 
that $243,000,000 is foreign capital, which has been removed from this 
country, and most of it would have remained here provided it could 
have been utilized, but with the rate of interest at 1 per cent in New 
York for call money, and the rat-e of interest at 2 per cent in Paris and 
3 per cent in Berlin, money is sure to be taken from our market, and it 
has in that way. There has been also a fear of our currency. There 
has been a fear on the part of foreigners that we would go to a silver 
basis and they would be caught with their investments here, which 
would make them silver investments. For that reason timid people — 
and capital is always timid — have taken their money largely away 
from America. 

Mr. Walker. I think I am a little despairing of an answer! 

Mr. Williams. Give it to me again. 

Mr. Walker. I have given it five or six times, and as there are quite 
a number of gentlemen here who would like to ask questions I will 
drop that. Are you aware of a prejudice in the country against the 
use of United States bonds to secure circulation, and that it is said on 
nearly every stump in political addresses that the bankers get the inter- 
est of the bonds and then (change the bonds for substantially smaller 
bonds, which they loan to the people in the shape of money and then 
get that additional interest? That is to say, throughout the whole of 
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this coantry where interest is high they claim that bankers get 3 per 
cent on the bonds and then they get money for the bonds and then they 
get anywhere from 6 to 10 i>er cent on that money, making from 10 to 
13 i)er cent. That is the way it lays in the public mind. Now, in 
view of that fact, what reason have you to believe Congress will issue 
a 3 per cent bond and provide any arrangement to keep it at par to 
secure notes and then repeal the tax on banks f 

Mr. Williams. I have nothing to say as to what Congress will do; 
but I simply say what is the wise thing to do. This proi>osition of mine 
is a wise thing, and that is all I can say. 

Mr. Walker. How are they to keep this 3 per cent bond at par so 
.the banks can get them at par? 

Mr. Williams. I do not think they would get par; I think they 
would be at a little premium, but I think the 3 yer cent bond is the 
best bond to issue because they would never go below par in tight times. 

Mr. Walkeb. Would you advise the (Government to issue bonds to 
bankers at 3 per cent at par continuously, so they might have the 
banks 

Mr. Williams. I^o, sir; I would advise them to oflfer them to the 
public and get the best price they can. 

Mr, Walkeb. How are you to make the use of money any cheaper 
and make it any more for the advantage of banks to issue money than 
there has been up to the present time, and the testimony of every 
banker, I think, who has come here is that with bonds at a premium 
there is no profit. How are you going to get the banks to issue money 
if there is no profit in itt 

Mr. Williams. I have stated there it will be advisable to take off 
the tax of 1 per cent on circulation. 

Mr. Walker. You would advise the Government to still pay interest 
on the bonds, give its money out, and then to take the tax off the 
banks? 

Mr. Williams. I would. Observe the Chemical Bank issues no 
circulation and we do not intend to, but I think the Government ought 
to go out of the banking business, and it is no more part of their business 
to issue legal-tender notes than it is for them to issue, as during the 
war, the 3-cent pieces. I have now in my possession a 3-cent piece 
issued by the Government of the United States. It is pretty close 
quarters when they get to doing that. 

Mr. Walker. In paper, you mean ? 

Mr. Williams. I do not think it is the business of the Government 
to issue notes at all, and especially for a great Goverment like this that 
ought to have the best credit of any government in the whole world. 

Mr. Walker. What are the express charges per $1,000, nominal 
value, on currency from New York to Washington for redemption? 

Mr. Williams. 1 really can not tell you. 

Mr. S'l'. John. Twenty-five cents a thousand. 

Mr. Walker. How would you get the national-bank notes back to 
the vaults of the banks promj)tly, so that each bank would issue its 
own notes, and no other? 

Mr. Williams. I do not mean they should be redeemed by different 
banks in the city of New York, but I mean they should be redeemed in 
the case of New York the same as they are redeemed now in Wash- 
ington and sent home. 

Mr. Walker. I did not ask you what should be done. That is 
interesting, but my point \^as. What legal restriction or what device of 
any form would you put in the statute so as to induce or compel eacli 
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hank to promptly redeem its circalation f There is nothing which exists 
now. In fact, the law is rather against it by making them a legal 
tender between banks. What device do you suggest! 

Mr. Williams. If we get a surplus of bank notes all we have to do 
is to send them to Washiugtoii and the Government sends legal tender * 
to you. 

Mr. Walker. I understand that. You talked about that. Do you 
mean to say that custom in all national banks is going to make each 
national bank redeem its notes at some central agency? It is not done 
at the present time. It is only $20,000,000 redeemed last year out of 
tl75,0OO,000; are you not aware, with currency thus forced back to the 
banks, there ought to be a billion or two redeemed f Do you know what 
the custom was in the old Suffolk system? 

Mr. Williams. Yes, sir. 

Mr. Walker. Do you know the .proportion of notes issued which 
were redeemed f 

Mr. Williams. No, sir; I do not. 

Mr. Walker. Why does not your bank capitalize some of this 
immense surplus it hasf 

Mr. Williams. Our surplus profits have all been earned by the bank 
itself, and we have thought it was best for us to let well enough alone. 
We have never considered the question of making our surplus into 
capital. 

Mr. Walker. You have not considered the question! What divi- 
dend has been declared f 

Mr. Williams. We pay now at the rate of 150 per cent per annum 
on the stock, and let the rest accumulate. 

Mr. Walker. How much did you accumulate the last two or three 
years! 

Mr. Williams. The last two or three years — we had the silver panic 
in 1893, and we did not accumulate so much, but ordinarily we add 
about $300,000 to our surplus profiis annually, beside our dividend of 
$450,000. 

Mr. Walker. You spoke about banks springing up at the cross- 
roads or Western settlements and issuing notes, etc. Do you think that 
would be a disadvantage to the country! 

Mr. Williams. I do. 

Mr. Walker. Do you think it a disadvantage to the neighbors to 
have a bank located there! 

Mr. Williams. I do. 

Mr. Walker. Do you think it is a disadvantage to small towns and 
farmers of the district to have banks in them ? 

Mr. Williams. I think they may have too many. 

Mr. Walker. If you will excuse me, the question is what I want 
answered. Do you think it is a disadvantage to these neighbors and 
small towns and the farmers of the district to have banks in them! 

Mr. Williams. I think every bank is a disadvantage which is not 
conservatively managed for the safety of the public, no matter where it 
is located. I think there may be too many banks. 

Mr. Walker. Do you think these banks in the country maybe as 
safely managed as banks in a city! 

Mr. Williams. Oh, yes; they maybe, but I think they are not. 

Mr. Walker. Do you think the failures of banks iu the country 
with a capital of from $50,000 to $100,000 will show, with the aggre- 
gated capital and liabilities, largei' than the failed banks in the cities! 

Mr. Williams. I think they are more numerous. 
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Mr. Walker. I knew that before. They may be more unmerous, 
but that is not the question. 

Mr. Williams. They could not necessarily be hirger in volume, 
be<*ause they do not have as large deposits. 

• Mr. Walker. My question was, whether the country banks of 
$50,000 to $100,000 capital, in the aggregate snm involved in their 
failures, and the aggregate liabilities involved in their failures, are 
more than the aggregate liabilities of the large banks which have 
failed in cities? 

Mr. Williams. Well, I could not say. That would be a matter of 
statistics altogether. 

Mr. Walker. If it is not larger, where is the damage to the com- 
munity any more in these failures than the failures of city banks f 

Mr. Williams. I think that the failures would be more numerous. 

Mr. Walker. It is not the question of being more numerous. If 
any fifty merchants fail for $20,000 each it is no worse than one mer- 
chant failing with an aggregate liability of that! 

Mr. Williams. The^bank could not fail 

Mr. Walker. 1 asked you the question ; what do you say in regard 
to thatf 

Mr. Williams. What is the question! 

Mr. Walker. My question is, if 50 merchants fail for $20,000 each 
it is not worse for the public than it would be if any one merchant 
should fail owing the same amount? 

Mr. Williams. Yes, it might be, because the assets 

Mr. Walker. Assuming the assets be the same? 

Mr. Williams. If the liabilities were scattered among poorer people 
then it would be worse. 

Mr. Walker. Would not their assets be more scattered and be more 
equitably divided? 

Mr. Williams. Tlie liabilities of a bank of $50,000 capital would be 
likely to strike poorer people. 

Mr. Walker. You do not think, then, it is for the interest of the 
country to have a banking system that would induce or permit bankers 
to organize smaller banks throughout the country, as in Scotland, but 
you would prefer to keep them concentrated, as in Paris, one great 
bank? 

Mr. Williams. Yes, sir; I would not have the banking system too 
diffnse — too many of them. 

The Chairman. Mr. Williams, some members of the committee desire 
to understand exactly the condition of your bank. What did you state 
the capital was? 

Mr.' Williams. Three huntlred thousand dollars. 

The Chairman. And the surplus! 

Mr. Williams. The surplus and undivided profits are about 
$7,000,000. The surplus is $6,000,000 and the undivided profits a little 
over a million dollars, making a little over $7,000,000 of surplus and 
undivided profits. 

The Chairman. And how much deposits? 

Mr. Williams. Thirty million dollars. 

The Chairman. What dividend do you pay per annum on your 
stock? 

Mr. Williams. We pay now 150 i)er cent per annum. 

The ("hairman. How long has your bank been in existence! 

Mr. Williams. It was originally chartered in 1823; became that 
from a special charter which expired in 1844. We then ireorganized 
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under the State banking law, the general banking law of the State of 
New York, and remain^ so nntil 1862 or 1863, 1 think it was, when we 
came under the national-banking system. I forget the year. 

The Chairman. You stated the dividend last year was 160 i)er cent. 

Mr. Williams. Yes, sir. 

The Chairman. What were the undivided profits of that year! 

Mr. Williams. Well, I have not it in mind; but owing to the panic 
our profits last year were not as large as usual. Usually we expect to 
add to our surplus 100 per cent besides the dividend we pay of 150 
per cent. 

The Chairman. That is $300,000 a year? 

Mr. Williams. Yes, sir. 

The Chairman. And a dividend of 150 per cent besides? 

Mr. Williams. Yes, sir. 

The Chairman. Will you state how much of your profits are due to 
the fact that you are orgauizci as a national bank, and what would be 
your probable condition if you were simply operating as a State bank 
under the laws of New York? 

Mr. Williams. I do not think that could be readily told, for the 
reason the only advantage we derive from being organized under the 
laws of the United States is that we are permitted to receive national- 
bank deposits, or rather that the deposits of national banks counts as 
their reserve when they are with us. If we were a State bank the 
deposits of national banks out of New York could not count with us 
as a part of their reserve, and I think the national-bank deposits are 
somewhere between $3,000,000 and $4,000,000, but I am not certain. 

The Chairman. Do you pay interest on your deposits? 

Mr. Williams. We pay no interest whatever on our deposits. 

The Chairman. Neither national banks nor private individuals? 

Mr. Williams. No interest whatever to any one under any circum- 
stance. 

The Chairman. Your profit would principally be made out of their 
deposits? 

Mr. Williams. Our bus'iness comes from confidence. People have 
confidence in us and deposit their money with us. 

The Chairman. It is money which brings 

Mr. Williams. It is money which makes money. 

The Chairman. Which brings interest upon your investment? 

Mr. Williams. Yes, sir. 

Mr. Johnson, of Indiana. Mr. Williams, are you famil iar with the pro- 
visions of the bill prepared by Mr. Carlisle and introduced by Mr. 
Springer, and now pending before this committee? 

Mr. Williams. I have read it; yes. 

Mr. Johnson, of Indiana. I wish you would take that bill up and 
go through with it as briefly as you reasonably can and tell us what 
you think of its provisions. 

Mr. Williams. I have briefly stated here, if you will allow me to 
call your attention to it, "as to the proposed issue of notes secured by 
a sinking fund and a tax to be levied on solvent banks to secure the 
circulation of any number of mushroom banks whicli would undoubt- 
edly spring up, it will be readily seen that conservative and well-man- 
aged institutions would absolutely refuse to join hands in making good 
losses sure to rise from such failed banks." 

Mr. Johnson, of Indiana. Then you are opposed to the theory of 
protecting the noteholder by a safety fund in place of bond security 
as provided in the existing law? 
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Mr. Williams. I am, most heartily'. I think the national-banking 
system of the United States is the best system which has ever been 
devised by the ingenuity of man, and all it wauts is some few amend- 
ments to make it almost perfect. 

Mr. Johnson, of Indiana. But there are other provisions in the 
Springer bill than the one to which you referred in the answ^ which 
yon have just made me, and I would like to have you take these up in 
detail and give your opinion on them. Here is a copy of the bill if you 
desire to look it over, and time will be afforded you. 

Mr. Williams. The bill itself is most skillfully and ably devised; if 
we were to have circulation under any system in which the notes are 
not fully secured it would be a very good system indeed, but I do not 
believe that conservative institdtions would join hands in being jointly 
responsible for the circulation of 3,000 or 4,000 banks. 

Mr. Johnson, of Indiana. Well, take now, if you please, what is 
known as the tenth section of the bill which in effect provides for State 
bank issues under certain restrictions to be imposed by the Federal 
Government. What do you think of that feature of the bill? 

Mr. Williams. I think it would be almost impossible to make the 
circulation safe to be issued under such a bill as that. 

Mr. Johnson, of Indiana. What is your opinion, aside from the kind 
of State-bank issue provided for in Mt. Carlisle's bill, as to the relative 
merits of a national system of note issue and a State-bank system of 
note issue f Do you get my idea! 

Mr. Williams. No; repeat that, if you please. 

Mr. Johnson, of Indiana. Which system do you think preferable for 
circulating notes in this country, a system under Federal control or a 
system exclusively under State control, or a system under joint Federal 
and State control? 

Mr. Williams. Federal control, absolutely. This country has now 
had a circulation in which there has not been a dollar lost for thirty 
years. Prior to that time I have seen the circulation of Illinois State 
banks, secured by the stock of the State of Illinois, as good a State now 
as anywhere, and I have seen that currency discounted 10 per cent. 

Mr. Johnson, of Indiana. But it is argued by those in favor of a 
State-bank system that these defects in the State-bank system occurred 
when there were fewer people and less means of communication, etc., 
and that now it would not be subject to the defects of the old system. 
What have you to say as to that? 

Mr! Williams. There is no system equal to the national-bank sys- 
tem, and there never will be, only improve it up to the times, as it is 
hardly up. The law has hardly been changed for thirty years. Alter 
it a little and it will go all right. Paper money is like dynamite. It is 
worse than powder; sometimes it is like self-righteousness — ^the more 
you have of it the worse off you are. It is the most dangerous thing 
in the hands of irresponsible men that can be, and therefore I would 
not put it into the hands of irresponsible men. Where paper money is 
issued by banks which have large capital and large means behind it 
and responsible men who have character and capital and reputation, 
they will keep things straight, as they would in Baltimore under this 
Baltimore plan before your committee. But thousands of institutions 
would spring up with a view of getting a little extra circulation, and 
there would be losses under it just as certain as the sun rises. 

Mr. Johnson, of Indiana. It is your idea then in devising a general 
system of banking and currency that the national-bank law should be 
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the nucleus and its defects should be amended and its infirmities made 
whole! 

Mr. Williams. Absolutely so. 

Mr, Johnson, of Indiana! What do you consider the greatest defect 
in the present national-banking law? 

Mr. Williams. Well, that is pretty hard. I ought to study on that 
a little. 

Mr. Johnson, of Indiana. It furnishes a safe and sound currency! 

Mr. Williams. Yes, sir. 

Mr. Johnson, of Indiana. In what material particular essential to 
a good currency would you amend it! 

Mr. Williams. The tax ought to be taken off, that is one thing. 

Mr. Johnson, of Indiana. Why! 

Mr. Williams. To enable the banks to make a little profit out of 
the circulation. 

Mr. Johnson, of Indiana. It is your belief that the reason why we 
have not more extended circulation of the national- bank notes is because 
there is no profit in the circulation! 

Mr. Williams. That is the great reason. 

Mr. Johnson, of Indiana. And that it is impossible to get bankers to 
issue circulating notes unless there is some profit on the notes! 

Mr. Williams. That is it. 

Mr. Johnson, of Indiana. The tact of the bankers making a profit on 
circulation does not necessarily mean that the people are oppressed 
thereby! 

Mr. Williams. Not at all. 

Mr. Johnson of Indiana. The bankers might make a profit and yet 
the welfare of the i)eople might still be subserved! 

Mr. Williams. Most certainly. 

Mr. Johnson of Indiana. You take it then that the interest of the 
bankers and the interest of the people in this particular are identical 
and not hostile! » 

Mr. Williams. Certainly. 

Mr. Johnson of Indiana. What would you say of a system for 
national banking which would put the control of banks, so far as the 
deposit and discount feature is concerned, under the control of one 
jurisdiction, and the issue of circulating notes under an entirely difi'er- 
ent jurisdiction! 

Mr. Williams. Well, I suppose you refer to there being no super- 
vision, no law as to reserve for deposits! 

Mr. Johnson of Indiana. No. 

Mr. Walker. As provided in the Carlisle bill. 

Mr. Johnson, of Indiana. What I mean is this, are the functions of 
a bank, so far as it being a bank of discount and deposit upon the one 
hand and a bank for issuing circulating notes upon the other, so suscep- 
tible of separation that the bank may be successfully operated under 
two tribunals, one regulating it as a bank of discount and deposit and 
the other regulating it as a bank for issuing circulating notes! 

Mr. Williams. That can be done but I would not advise it. I think 
it is a great deal better that all banks should be under surpervision. 
The national bank system of examination by examiners is a wonderful 
check on insecure banking. 

Mr. Cox. Mr. Williams, in giving the reason why gold flows from 
this country, as I understand, you assign two reasons. One was the 
rate of interest in the United States being lower than it was in foreign 
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coantries it uaturally made the gold seek a higher rate of interest. 
That was ouef 

Mr. Williams. That was one; yes, sir. 

Mr. Cox. Another reason you assigned was fear of the foreign invest- 
ors in this country that their prpperty would be brought to a silver 
basis! 

Mr. Williams. Yes, sir; the fear of it. 

Mr. Cox. Those are the words I used, 'Hhe fear." JSow then I 
understand you to say as a matter of fact that money in New York was 
at a lower rate of interest than it was in foreign countries f 

Mr. Williams. Some of them ; yes. 

Mr. Cox. And that is the reason gold went outf 

Mr. Williams. That is one reason. 

Mr. Cox. That is a thing to which I wish to direct your attention for 
a moment. Now, if there is a lower rate of interest in New York than 
there is in foreign countries under any system would not gold go oat! 
Would not the same law govern under any system, provided that the 
rate of interest in New York is lower than in foreign countries! 

Mr. Williams. Money will go where it can be used most profitably. 

Mr. Cox. Certainly; that is what money is for, to make money. 

Mr. Williams. And the rates of interest in the New York market 
have been abnormally low for very nearly a year past. 

Mr. Cox. Now let me call your mind to this point. That is enough 
to bring out all I wanton that point. Now you say the rate of interest 
in the city of New York has been very low. Will you tell me about 
what is the rate of interest in New York! 

Mr. Williams. The rate of interest for the past summer has been on 
call money almost uniformly 1 per cent. 

Mr. Cox. That is exceedingly low, Mr. Williams! 

Mr. Williams. Wonderfully low for money. It is now about IJ per 
cent. 

Mr. Coxj Now, suppose I give you a section in the West 

Mr. Ellis. At the rate of 1 per cent per annum, do you mean! You 
mean the rate of interest has been at the rate of 1 per cent per annum! 

Mr. Williams. Yes, sir; on demand money. Time money has been 
2^ to 3 per cent, depending upon the length of time. Loans have been 
negotiated for six months at 3 per cent, some of them perhaps on fancy 
securities, on very gilt-edge securities, at little less perhaps than that. 

Mr. Ellis. At a rate of 3 per cent per aimum! 

Mr. Williams. Yes, sir. 

Mr. Cox. Now, you think it advisable, while money is at 1 per cent 
on demand in the city of New York, that the Government should issue 
a number of bonds to take up the greenback circulation and pay inter- 
est on those bonds at 3 per cent! You think that this is advisable! 

Mr. Williams. Yes, 1 do; but I would have them sell the bonds in 
the market at the very best price they can get for them. 

Mr. Cox. But the rate of interest would be 3 per cent! 

Mr. Williams. 1 think it would be well for the Government to issue 
3 per cent bonds, for tlie reason sometimes in a panic Crovemment 
bonds fall off and then they might go below 3 per cent. 

Mr. Cox. I want to get some facts, not the reasoning about it. Now, 
if I gave you a section of country involving almost the entire country 
west of the Mississippi Eiver and almost the entire country south of 
the Ohio, when on demand loans the rate of interest is 8 to 15 per cent, 
and in New York it is 1 per cent, how do you account for that! 

Mr. Williams. Because the securities of those sections are not 
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ksowii iu the city of New York, and also because such loans as you 
speak of at Huch a high rate of interest are not really call loans. 
You can not get your money when you call for it, and if the transaction 
is liquidated it might take years for you to get your money back. 

Mr. Cox. Your securities you have in New York cousist generally of 
stocks, bonds, and securities which you can sell on the exchange there 
at once! 

Mr. Williams. Yes. 

Mr. Cox. Now take a country where there are no such things as that 
apparently, no stocks, no bonds, no collateral^ and where they have 
nothing, substantially, but real estate and personal credit. Now, do 
you think those countries ought to be excluded from having banks! 

Mr. Williams. Not at all. But I would not have a bank at every 
crossroad. 

Mr. Cox. But suppose we have one at every crossroad? 

Mr. Williams. Where are they going to get the money! 

Mr. Cox. Tliat is the point they look up. You will have them 
wherever the community wants them. You will have as a money 
deposit 30 per cent iu greenbacks to secure that circulation ; you then 
give a first lien upon all the assets of the bank; you then make every 
stockholder liable to the extent of his stock. Now, I ask you, with 
such security as that, is there any danger in the issue! 

Mr. Williams. My dear sir, the first thing, before you get a bank 
at all, is that you have got to get the capital stock subscribed, and nine 
out of ten of such banks would whip the devil around the stump in 
getting the capital stock subscribed and deposit 

Mr. Cox. Do they ever whip the devil around the stump in large 
cities! 

Mr. Williams. I do not say they do not. 

Mr. Cox. Then if they do 

Mr. Williams. But they will whip him around the stump anywhere 
that they can turn a penny. 

Mr. Cox. Is not the same restraint upon the man in the rural country 
to prevent whipping the devil around the stump as there is in the city! 

Mr. Williams. Yes. sir. 

Mr. Cox. I do not see then the force of your argument! 

Mr. Williams. You try and see it, and you will see it is more easy 
to whip the devil around the stump in the cross corners than in a large 
community. 

Mr. Cox. You think you can whip him better in the country than in 
the city! 

Mr. Williams. I mean those fellows in the city will go to the 
country and whip him around the stum]). 

Mr. Cox. Now, one word; did you ever accept any paper from the 
Southern or Western country! 

Mr. Williams. Lots of it. 

Mr. Cox. Wait a moment, you have not heard my question — upon 
the personal credit of an individual! 

Mr. Williams. Lots of it. 

Mr. Cox. On the personal standing of an individual! 

Mr. Williams. Lots of it. 

Mr. Cox. Is not it your rule that when a rural bank applies to your 
bank for rediscount, that the rural bank has to indorse the paper! 

Mr. Williams. Yes, sir. 

Mr. Cox. So, then, you charge a rate of discount for the paper; then 
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the rural bank takes it back home, lets its customer have it, and 
charges 8 to 10 per cent. That is the way it works, is it notf 

Mr. Williams. I presume it is. 

Mr. Cox. So that whenever there is a scarcity of money in the South 
or West tliey are forced to the necessity of coming to the great money 
centers to get it; is that true! 

Mr. Williams. Yes. 

Mr. Cox. That has no impression or influence on your mind 

Mr. Williams. Hold on. That is a fact. I will say that it is a fact, 

Mr. Cox. There is no doubt about that fact. 

Mr. Johnson, of Indiana. But 1 did not understand the witness to 
say that that makes no impression upon his mind. 

Mr. Williams. No. 

Mr. Cox. I <lid not finish the question. I am going to ask him that. 
Has your attention ever been called to a system somewhat in the nature 
of banking that prevails in some of the Southern States in regard to 
crops, where they mortgage the crops, before the seed is planted, to the 
commission merchants? 

Mr. Williams. Yes, sir. 

Mr. Cox. And storekeepers! 

Mr. Williams. Yes, sir. 

Mr. Cox. That is rather an expensive kind of banking, is it not! 

Mr. Williams. Yes. 

Mr. Cox. But you think it is better than to put up banks and make 
the issue good in such rural districts! 

Mr. Williams. No, I do not say that. 

Mr. Cox. And let the bank do the business! 

Mr. Williams. I do not say that. 

Mr. Cox. Do not you think 

Mr. Williams. If the bank is started I want it to be started on a 
right basis. Let them get the capital subscribed. Credit is not capi- 
tal, or at least capital is one thing and credit is another, but if a bank 
is started let them get the absolute cash capital subscribed honestly 
and not let them borrow on the capital stock. Let us have a good 
bank if you have any. 

Mr. Cox. I agree with you there. The only point of difference is I 
think that can be done anywhere in the country, if we have the proper 
laws. Now there is only one more question which I desire toask you 
in regard to the matter. If these rural banks, assuming they are 
organized honestly, assuming their capital stock is paid, and assuming 
they are well secured and it is all done honestly and fairly and frankly, 
and they are organized all over the country under that system, does not 
that detract from the business of the great money centers in the loan- 
ing of money! 

Mr. Williams. I do not think so. 

Mr. Cox. You do not think it would ! 

Mr. Williams. No, sir. 

Mr. Cox. Then it could not hurt them if the bank is the worst sort 
of a bank! 

Mr. Williams. There is no objection to them if they are good, 
honest banks. There is no objection whatever if they are good, honest 
banks. 

Mr. Cox. Well, you would have an objection to a dishonest bank 
anywhere! 

Mr. Williams. Certainly. 
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Mr. Cox. So at least the ouly objection you have to such banks rests 
on the fact you are aft'aid of dishonest banks! 

Mr. Williams. I wouUl not have a bank where it is really not needed. 

Mr. Cox. But if a man puts money in honestly where it is not needed, 
he is the one who suiters f 

Mr. Williams. Yes, I agree with you. 

Mr. Cox. Ought not he to have the liberty of doing it ? 

Mr. Williams. Certainly. 

Mr. Cox. So your whole objection reaches down to the one point in 
regard to smaller banks, and that is you are fearful there will be frauds 
practiced by them ! 

Mr. Williams. Exactly. 

Mr. Cox. And that they will not be good t 

Mr. Williams. That is it. 

Mr. Cox. Now, let me ask you, as a banker, with capital stock paid 
in, 30 per cent deposited of legal tender notes, and liability of stock- 
holders, honestly executed, would not the issue based on that be as 
good as any money ? 

Mr. Williams. It probably would be in the long run. It probably 
would be, but it would not be equal to the security of United States 
bonds behind the circulation. 

Mr. Cox. One word more. . You took out your circulation in your 
bank and you charge 1 per cent on demand loans. That is a low rate, 
of course. You draw interest upon your bonds every quarter, do you 
not! That will substantially give you 5 or G i>er cent on your invest- 
ment from 4 to 6 per cent! 

Mr. Williams. No. 

Mr. Cox. How much will it give you! 

Mr. Williams. How is that? 

Mr. Cox. You deposited bonds and the Government pays interest. 
They are 4 per cent bonds! 

Mr. Williams. But you can not buy at par, you buy at a premium. 

Mr. Cox. TJiat is like every other investment! 

Mr. Williams. Yes. 

Mr. Cox. 1 am talking about what you realize, not what it cost. 
You get 4 per cent from the Government and you loan at 1 per cent on 
demand. Will not that make your money, assuming the bond was 
bought at par, make from 4 to 6 per cent! 

Mr. Williams. If you assume the bonds were bought at par; but 
you can not assume it. You can not buy United States bonds at par, 
except the 2 per cent bonds, and of the 2 per cent bonds the Gov- 
ernment have outstanding about $25,000,000, and they sell for a little 
under par, but you can not talk about getting 4 per cent bonds at 
par, or 5 per cent bonds at par, or 6 per cent bonds at par. 

Mr. Cox. If you will permit me to ask you, what did your bonds cost 
you when you bought for your bank ! 

Mr. Williams. We bought them twenty years ago. 

Mr. Cox. Well, I know, but what did they cost you, Mr. Williams! 

Mr. Williams. Our bond deposit with the Government is $50,000 
and they are currency sixes, and I think they cost a little under par, 
but I am not certain. 

Mr. Ellis. I would like to get you to state, if you will, what, in your 
judgment, has consxnred to bring about the low rate of interest which 
you say has prevailed for a year or more in New York! 

Mr. Williams. Diminution of business — stagnation in business, I 
might probably say — reduction in the prices of all kinds of merchan- 
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dise and produce, such as cotton, wheat, and manufactured goods. 
Say, for instance, Clafflius, who have sold 20 per cent more in goods 
during the first six months of the year than the hist, 2()i)er cent more 
in quantity but in vahie vastly less. The reduction in the rate of 
interest is stagnation and duniuution in business, the low price of pro- 
duce, and the low price of manufactured goods. That is largely it. 

Mr. Ellis. You have stated now, as far as itoccurs to you at present, 
the chief causes which have brought about the result you have indi- 
, cated f 

Mr. Williams. Yes, sir. 

Mr. Ellis. Let me ask this question. Take, for instance, my State, 
Kentucky — the city of Louisville, which is the largest city in that Siate. 
Now the rate of interest in the last year and year and a half has been 8, 
9, and 10 per cent, and during the panic of last August and September we 
could not get mcmey at 15 per cent on Government bonds or anything 
else. How do you account for these widely varying rates of interest, 
for instance, in the city of New York and the JState of Kentucky, in one 
and the same time f 

Mr. Williams. The money which is loaned in New York is money 
which is largely of dei)ositors, and banks having it on deposit must be 
prepared to pay it out at any moment, and conse<|uently they loan 
large amounts on call, and they keep a large amount of cash on hand. 
My own bank has had long back from §12,000,000 to $15,000,000 in 
cash to go toward i)aying its depositors. The money is largely the 
money of dei)ositors, and thebanks must be prepared to pay that money 
on call at any moment when it is called for. They can not go and loan 
that on c ill at Louisville no matter how good tlie security is with a 
view of getting it back at any moment, consequently they can not loan 
money there on call. They must loan money so that they can get it 
and have it on hand to pay depositors when they call for it. 

Mr. Ellis. Does this make the difference in the rate of interest in 
your judgment! 

Mr. Williams. Yes, that makes it largely. The deposits of the 
banks of the city of New York are 5^500,000,000, all of it payable on 
demand. How are the banks going to pay depositors on demand? The 
banks of New York are loaning largely their dei)osited money, as I 
observed, and they have got to be prepared to pay it, and they keep, first, 
a large amount of cash on hand. Then they keep a large amount of 
collateral on hand, then they keep a large amount of bills receivable 
running at maturity, and this enables them to always be prepared to 
cash their dei)osits when called for. 

Mr. Ellis. That will account perhaps for the difference as far as it 
relates to call loans, but let us take the commercial loan of ninety days 
or four months' loan. How would you account for this vastly different 
rate of interest in New York and Kentucky and the South generally? 

Mr. WiLLLiMS. I have been buying paper — 1 buy a large amount of 
commercial paper, and 1 buy tlie notes of the best houses in theditter- 
ent cities, but I want something fireproof, that is ironclad, and 1 have 
been buying such paper, and sucli i)aper was selling last summer at 4 
and 4i per cent, and the bankers in Louisville they can not make any 
money uidess they get G per cent, and when money is tight they prob- 
ably loan to their custumors at (5 to 8 ])er cent, and when money is 
easier they expect their customers to respond to that and pay a good 
round rate, but 1 have been buying paper all the summer at 4 to 4J 
per cent of the best houses in the different cities in the country. 

Mr. Walker. South and West! 
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Mr. Williams. South and West. 

Mr. Ellis. Would you suggest, Mr. Williauis, auy amendment to 
the present currency law which would obviate or tend to obviate this 
disparity in the rate of interest throughout the country on hrst-class 
loans f 

Mr. Williams. The first and most essential thing in all kinds of 
business is confidence. Let your bank have the unlimited confidence 
of the people in their section, and they will bring out their money 
from their stocking feet and will put it in the banks, and that will give the 
bank deposits with which to loan money, but I have no method of making 
money. This fiat money is all moonshine. If we have got auy money 
we want it to be numey. The popuhice and peer who have got a dollar 
in their pockets want a good dollar, and they always will want a good 
dollai*. A bank, to be successful, must have the confidence of the com- 
munity in which it is placed, and it must not overdo in business and loan 
too much. Merchants do too much and go to the banks and make their 
grants known and make the banks loan too ipuch, and there is a good 
deal of business which is overdone that is to be avoided. 

Mr. Ellis. Well, will you state now all the remedies which you would 
propose to obviate this evil? 

Mr. Williams. Well, 1 do not know; it is a thing to obviate itself. 
We are not going to put our money — the Chemical Bank or other banks 
in yew York are not going to put their money where it can not come 
back. We want confidence, and to know we are going to get our money 
back. 

Mr. Bbosius. Mr. Williams/the chief complaint made against thQ 
present national banking system is its lack of elaMicity. I want to 
ask you what may seem to be a trite question. What constitutes elas- 
ticity in a bank currency ? 

Mr. Williams. Its facility of redemi)tion and its facility for being 
called forth by legitimate business when it is wanted. 

Mr. Bkosius. In other words, always having on hand the currency 
to pay out if an increase is needed at any time! 

Mr. Williams. Yes, sir. 

Mr. Brosius. Now, does that princii)le or that quality of currency 
concern itself about the source from winch the notes emanate or the 
security which is behind the notes f Do you understand met 

Mr. Williams, 'i'lie people will not take the notes, or, if they take 
them, they will not keep them unless the notes are secure, unless they 
have confidence in the notes. 

Mr. Brosius. 1 understand that; that is very true, but the principle 
or quality of elasticity does not depend upon whether the note was 
issaed by the Government of the United States or issued by the bank 
it«elf, provided it is there to go out when the need requires! 

Mr. Williams. That would seem to be true. 

Mr. Brosius. Now, if a bank has issued a circulation upon the basis 
of Government security and they can atlbrd to hold bonds of sufficient 
amount to supply themselves with all the currency that they need to 
meet the demand, that currency would be elastic, would it not? 

Mr. Williams. So far as that kind of circulation could mcake it 
elastic, but I have said nothing about bank checks, and the great busi- 
ness of the country is done by bank checks. 

Mr. Brosius. I understand that, but we can not legislate as to the 
checks. Then, essentially, a currency based upon Government bonds 
may be as elastic as currency issued against the bank's assets alone f 

Mr. Williams. Well, with this difference, that issued on Government 
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bonds it would be restricted, while issued by the bank itself without 
restriction, it would put out this currency, and keep it out as fast as it 
could. It could discount the notes of Tom, Dick, or Harry with the 
apeement that these notes should be taken ott' into Montana and issued 
a« circulation there. 

Mr. Brosius. I never thought of any kind issued without anj' limit. 
I am assuming the limit is the same in both instances, say 90 per cent 
of the capital stock in both instances. The point I make is that the 
currency issued by the bank, based on Government security, isjust as 
elastic as the same amount of currency issued against the assets of a 
bank without the Government security? 

Mr. Williams. Just as elastic f Well, it is hardly elasticity. There 
is rather more restriction where the Government bonds are behind it. 

Mr. HR08IU8. To what restriction do you refer f 

Mr. Williams. They can only be issued up to the bonds which are 
behind. 

Mr. Brosiits. \^ell, I take that limit into consideration in all my 
inquiries. 

Mr. Williams. And ycmr other supposition, where they could issue 
notes against a certain part of their capital, why they would discount 
notes and pay for them in these Tiotes of their own up to a certain part 
of their capital. 

Mr. Brosius. Oh, certainly it has to be within limits, say 75 per cent. 
Say they can issue 75 percent of the capital stock in bank notes, 
secured by Government bonds as under the present law. Now, I am 
assuming they may have one kind of currency or the other. If tbey 
have the national bank currency as they now have, and have enough 
of it, that is if they can afford to have enough ot it, will not they be as 
elastic as currency issued against the bank's assets? 

Mr. Williams. It seems to me it would be sufficiently elastic. 

Mr. Brosii s. Then there is not anything, as I understand you, 
inherent in tlie present system of bank currency that makes it neces- 
sarily unelastic ? 

Mr. Williams. No, sir. 

Mr, Brosius. Just one more qdestion and I will not detain you any 
further. I did not quite understand how you proi)osed to supply tbe 
bonds to be used as a basis of the circulation. 

Mr. Williams. By funding the legal tenders. 

Mr. Brosius. You would fund the legal tenders? 

Mr. Williams. I would get them out of the way. 

Mr. Brosius. That is a matter I did not understand. You did allnde 
to another mode of disposing of the greenbacks by paying them off 
out of the surplus 

Mr. Williams. I would advise the funding of 8250,000,000 of le^'al 
tenders, and the remainder to be redeemed out of the surplus revenues 
when we have any. 

Mr. Brosius. That is the very point I was bringing out. You would 
advise paying half of the legal tenders by issuing bonds and rely upon 
the surplus for the payment of the balance? 

Mr. Williams. That is what I would do for the present. 

Mr. Brosius. Then you would continue the national-banking sys- 
tem substantially as it is now? 

Mr. Williams. I would. 

Mr. Black. You spoke of what you denominated a call loan on 
which money has been loaned in New Y'ork at 1 per cent. Have not 
you a loan there known as a demand loanf 
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Mr. Williams. Demand loans and call loans are synonymous. 

Mr. Black. I had information you bad loans beside the call loans 
on which you had to give a day or two's notice? 

Mr. Williams. That may be stipulated in the notice, on demand 
after one day or eight days. 

Mr. Black. You have such loans? 

Mr. Williams. Oh, yes. 

Mr. Black. Do you give any notice on a call loan? 

Mr. Williams. On what is called a sharp-call loan there is no 
notice at all. The understanding in Wall street is that the demand 
must be made before 11 o'clock. 

Mr. Black. Then you have another loan on which you do give 
notice where it is stipulated in the note? 

Mr. Williams. Yes. 

Mr. Black. What difference is the rate of interest between those 
two? 

Mr. Williams. Well, it is a matter of negotiation, and usually in 
the market as it has been during the past few mouths there is very 
little difference. Usually a little notice of eight days is simply for the 
convenience of the borrower. 

Mr. Black. Did not you speak about a loan here at 4J per cent? 

3Ir. Williams. 1 spoke of purchasing commercial paper issued by 
merchants in different paits of the country, in the different cities of the 
country, first-class notes made by merchants in different parts of the 
country, at 4 J per cent. 

Mr. Black. Was not some paper last summer down to 2 per cent? 

Mr. Williams. No, sir. The only loans which were negotiated at 
2 i>er cent as a rule were those which are call or nearly call, thirty days, 
or something like that. 

Mr. Black. We will get away from these call loans and go to loans 
which you make with your merchants at sixty or ninety days — 1 do not 
know exactly your time — what is the rate of interest on those loans? 

Mr. Williams. There are very few loans of merchants at less than 
four months. It is usually four-months' paper. 

Mr. Black. What is the rate of interest on those ? 

Mr. Williams. Last summer the rate has been from 3 to 4 per cent. 
It is now from a half to 1 cent better. 

Mr. Black. Well, on what security; what security do they furnish 
their own paper? 

Mr. Williams. This is single-name pai)er. 

Mr. Black. Without any collaterals? 

Mr. Williams. And without any collateral. 

Mr. Black. I would like to direct your attention to this condition of 
things somewhat in the line of what Mr, Cox suggested. In large sec- 
tions of the country these transactions demand a rate of interest, say 
a minimum rate of 8 per cent. Can you suggest any remedy for that 
condition of things! 

Mr. Williams. These notes are not so well known. 

Mr. Black. They are not known in New York, but they are known 
in the locality w^here thoy are offered. They are known to the local 
bank; they are leading merchants and responsible houses. Uere is the 
condition: In New York, when one of your merchants goes to your 
bank or some other bank he gets a four months' loan on his individual 
X)aper at 3 or 4 i)er cent. The merchants in other localities, a large 
t»ecti<m of the country, who have the same relative standing in that 
locality as your merchant has in New York, just as good, just as relia- 
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ble and solvent, has to pay from 8 to 10 per cent. I do not mean to get 
the money from New York, but there at home. 

Mr. Williams. But he can not expect New York to be placed at his 
own door. He must make his credit known in New York if he wants 
to borrow money in New York. These transactions regulate themselves; 
1 do not think that is a matter of legislation. 

Mr. Black, I just wanted to get your opinion about it, but perhaps 
I have not made myself clear! 

Mr. Williams. I think I understand it. 

Mr. Black. lie is not asking for money in New York, but he is ask- 
ing for money at home, and the banks have money, and they will not 
loan it out for less than 8 per cent, and sometimes more than that! 

Mr. Williams. Well, they have the riglit to get whatever they can. 
I do not think it is a matter for legislation to step in and correct. 

Mr. Black. You do not think we ought to legislate on that line! 

Mr. Williams. No; I do not. 

Mr, Black. Now, Mr. Williams, how long was your bank a State 
bank—just approximately! 

Mr. Williams. Oh, for nearly forty years. 

Mr. Black. Was it a bank of issue! 

Mr. Williams. Yes, sir. 

Mr. Black, Will you please state what its career was during that 
period, as to whether it was successful or not! 

Mr. Williams. The success of the Chemical Bank depended ni)on 
the individuals who managed it. It started in 1824, and it wtis not a 
very great success until 1844, when new men came in charge of it, and 
then its success began by conservative management, and I do not 
know — I do not think it depended at all upon the State or national 
system as to its success. 

Mr. Black. From 1824 until 1862 or 1863 it was a State bank! 

Mr. Williams. A State bank. 

Mr. Black. A State bank of issue? 

Mr. Williams. A State bank of issue. 

Mr. Black. And a successful State bank of issue? 

Mr. Williams. Y'es. 

Mr, Black, Commanding the confidence of the community and yield- 
ing a reasonable profit to those who were interested in HI 

Mr. Williams. Yes. 

Mr, Black. Well, if a bank could be organized and managed hy 
such gentlemen as composed that, men of integrity and conservatism, 
and all these other qualifications, do you see any reason why such a 
bank could not be made such a success now! 

Mr. Williams. Not the slightest. I have every reason to believe it 
could. I might say, in regard to circulation, that in New York State in 
1824, when the Chemical Bank was finst started, the circulation was not 
even registered. It was redeemable by each bank by itself and only at 
its own counter. It gave no security for anything, and the circulation 
was not registered at Albany, and it was only after the act of 1838 was 
passed notes issued by the banks were registered, and the national- 
bank act was molded after that act of 1838. 

Mr. Black. The national-bank act, then, is molded after the State- 
bank system ! 

Mr. Williams. Molded to a certain extent after the State law of 
1838 in the State of New York. 

Mr. Black, Do you know the persons who have recently been the 
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purcbasers of tliese Government bonds and who have drawn gold out 
of the Treasury for that purpose? 

Mr. Williams. If you name them perhaps I can tell you. 

Mr. Black. Will you look at that list and kindly say whether they 
are the persons? 

Mr. Cox. Put that in the record. 

New York Life Insnrance Company $2, 000, 000 

Bank of America : 1,330.000 

Bank of the Manhattan Company 1, 0(K), 000 

Union Trust Company '1,000,000 

I. &S. Worraser 700,000 

National Bank of Commerce... li 977, 000 

^Vmerican Exchange National Bank 1, 289, 000 

Fourth National Bank 1,878,000 

United States Trust Company 618,000 

Bank of New York National Banking Association 588, 875 

J. &W. Seligman 500,000 

Com Exchange Bank 870,000 

Knhn, Loeb & Co 600,000 

New Vork Security and Trust Company 600,000 

Bank State of New York 500,000 

Mr. Williams. The New York Life Insurance Company. I think I 
have seen this list. It is a list of the institutions which drew money 
out of the Treasury when the first $50,000,000 of bonds were issued^ 
and notuof institutions which have drawn money out of the Treasury 
to pay for this last issue of $50,000,000. The New York Life Insurance 
Company have here $2,000,(H)0. ' Those were the first $50,000,000 of 
Government bonds issued, and it was pretty difficult work in New York 
to make up the amount of $50,000,000. I know we worked pretty hard 
at it and I did missionary work myself to get this subscribed to. 
Colonel Strong, who is now our mayor, is a director of ihe New York 
Life, and I think he was instrumental in getting that subscription 
taken. I know 1 went to see him and urged the thing upon him and 
he urged it upon the New York Life. It is a life company and they 
bad the money to invest but had no gold, and conseiiuently had to 
draw the gold from the Treasury to subscribe to the first $50,000,000. 
I presume that tlie Bank of America did not have the gold. The 
Union Trust Company, they had no gold. They used their legal tenders 
to buy bonds; they had to buy the gold to pay for them. I presume 
that is the same thing with the rest of them. 

Mr. Black. You think this is a list of the purchasers of the first issue 
and not of the last? 

Mr. Williams. I know it absolutely. 

Mr. Black. Well, were you part of that syndicate who purchased the 
bonds, your bank ? 

Mr. Williams. Not the last; no, sir. 

Mr. Black. The first! 

Mr. Williams. We helped along. I took $1,000,000. I did not want 
them; I took tliem to make the thing go. 

Mr. Black. Did you use the greenbacks? 

Mr. Williams. No, sir, we used the gold; paid it in honest gold. 
For the first $50,00(),(K)0 we paid in about $2,800,000. We did not buy a 
ceot of gold from the Treasury. For this last loan we paid $4,000,000 
of gold. We paid over $4,000,000 of our own stock of gold and have 
not drawn a single cent from the Treasury. 

Mr. Black. One of the grave difficulties which seems to bring about 
the present condition is the ability of thcvse holders of notes to go to 
the Treasury and demand gold for them. That can be done by what 
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are commonly called the Shermau notes, as well as tbe greenbacks, can 
it nott 

Mr. Williams. Yes. 

Mr. Black. As far as the Sherman notes are concerned, can we not 
rid ourselves of that trouble by having the Treasury pay them in silver! 

Mr. Williams. It could be done, of course, but to the ruin of the 
whole of our banking system. 

Mr, Black. Would there be any violation of law in it? 

Mr, Williams. That you can judge better than I, because you know 
more about the law than I do. 

Mr. Black. Would there be any violation of faith in it! 

Mr. Williams. I think tliere would be, most unquestionably. When 
the bonds of the United States were made payable in coin there was 
no coin used but gold. 

Mr. Black. We are not speaking now about bonds, but about the 
Sherman notes issued under the act of 181K), which authorized the pur- 
chase of silver bullion and the dej)osit of the bullion as security against 
these notes. 

Mr. Williams. If you remember, I suggested in the pai)er which 
I read that those notes might be made redeenuible in silver bullion at 
its market value, and that would make them secure and inspire confi- 
dence in them, but the Government would have to stand the loss, U8 it 
ought to. 

Mr, Black. Ycm say that it might be done in that way! 

Mr. Williams. Yes, by a change in tlie law. 

Mr. Black. I tun speaking now of existing law, and of the very law 
under which those notes were issued. 

Mr. Williams. Y^ou can judge of the law better than I can, but I 
think that it would be one of the greatest disasters that could befall 
the country. 

Mr. Black. Why? 

Mr. Williams. For this reason. The loss to the country by the sil- 
ver i>anic last year was worth more than all the silver. If the silver 
mined in the United States had been taken and dumped into the ocean 
it would have been less loss than the loss to the whole wmntry by the 
depression of business and by the fall in prices which occurred in con- 
sequence of the panic of 1893, 

Mr. Black. I am not si)eaking of all the silver. I am calling your 
attention to this particular act of 181)0 and to the redemption of the 
particular notes issued under that act. !Now, it is no violation of good 
faith for an individual or a Government to pay debts in accordance with 
a contract. 

Mr. Williams. These notes were issued under a law which provided 
that gold and silver should circulate on a parity. When they cease to 
circulate on a i)arity by the acti(m of the (iovernment then that law is 
broken and the not(»s are not redeemed according tothc spirit of the law. 

Mr. Black. There is another provision in tlie law besides the one 
declaring the i)()licy of the (iovernment to maintain inirity. Besides 
the provision which declares the public policy of the (iovernnieiit as to 
parity, there is a third section of the act svliich re(iuires the Secretary 
of the Treasury to c(un so much of the bullion up to the 1st of Julfi 
18D1, and after that time to coin of tiie silver bullion ])u chased under 
the provisions of that act as nuuth as umy he necessary to provide for 
the redemption of the Treasury notes as therein provided for. Now, 
if the Secretary coins that and pays it out on these notes in the very 
terms of the contract, is there any violation of public faith in that? 
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Mr. Williams. Suppose he does, and suppose he coins these dollars 
and pays them out, they will be paid in again for customs. 

Mr. Black. Why, what will be paid in for customs? 

Mr. Williams. The silver notes. They will be paid for customs, 
and then what is the Sexiretary going to do with themf They can take 
these standard dollars and demand silver certiticates for them at the 
Treasury, find tlien the Secretary has to receive these silver certiticates 
for customs. 

Mr. Black. Well, suppose he has! 

Mr. Williams. Tlien he has not got nothing else to pay out but 
the silver certificates. 

Mr. Black. Has he got anything else now? 

Mr. Williams. He is getting rapidly down to that. 

Mr. Black. Have we not already got down to it under your con- 
struction of this law, and <»f how it ought to be enforced! 

Mr. Williams. I think not. 

Mr. Conn, of Alabama. You spoke a moment ago in answer to a 
question by Mr. Black about the ditt'erent rates of interest. Now I 
want to ask you this question — whether legislation to a large extent 
makes a difference in the rate of interest between New York and other 
sections of the country to which your attention has been directed! 
Does not the difference in the interest for money in Wall street t^nd the 
interest for money in the South and West originate largely from the 
law, and is it not produced by the law of the land? 

Mr. Williams. I think not. The usury law of the State of New 
Yoik is most barbarous. Under it a man can be sent to State prisou 
for taking more than the legal rate of interest, which is G per cent, and 
yet we see hardly anything passing at per cent. 

Mr. Conn, of Alabama. If it is the usury law which makes the dif- 
ference, then it does grow out of the law at last. 

Mr. Williams. I do not think that has much to do with it in times 
like tlie present. But I believe that there should be no usury law at 
all. I think that the whole ihing if left to itself would regulate itself. 

Mr. Cobb, of Alabama. Do you suppose that it is the business con- 
ditions of the country, independent of law, that make the difference in 
the rates of interest in New York and, say, in August-a, (ia! Has the 
law nothing to do with it? 

Mr. Williams. I do not think the law has much to do with it. 
Money now flows to those centers where it can be recalled at any 
moment. 

Mr. Cobb, of Alabama. Assuming that the banks are properly 
organized under laws w^hich make the bill holder secure, is it not true 
that the more banks the country has and the more widely they are 
diffused the better it is for the people! 

Mr. Williams. No; 1 do not think that it is better for the people. 

Mr. Cobb, of Alabama. Would not that condition bring the banks 
and the people together so that money can be borrowed at a low interest ! 

Mr. Williams. I do not think it wcmld. 

Mr. Cobb, of Alal)ama. Why? You have said that one reason for 
low interest in New York is that the banks are there and the people 
are there who want the money. Now, if you bring the banks and the 
people together in the South and the West would you not have the 
same conditions? 

Mr. Williams. There is no use in talking about making money. 

Mr. Cobb, of Alabanni. 1 am not talking about making money, but 
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about making banks. Are not the banks a mode of supplying people 
with money? 

Mr. Williams. The bank note is good for nothing unless it is redeem- 
able in cash on demand. 

Mr. Cobb, of Alabanm. Is it not true that the banks of the country 
are the agencies through wliich the people borrow money! 

Mr. Williams. Yes. 

Mr. Cobb, of Alabama. And is it not also true that the farther the 
bank is removed from the people who want the money, the greater the 
burden of the peoi)le who borrow it! Is it not true that the high rate 
of interest in the South, and the depressed condition of things in the 
South and West, from the want of money, originate largely from the fact 
that the banks in New York are ao far removed from the people who 
want the use of money — so far removed from the people who want to 
borrow money! 

Mr. Williams. Money centers in New York — how are you going to 
get it out! 

Mr. Cobb, of Alabama. I am asking you the question. I want to know 
of you as a banker whether it is not true that the interests of the people 
would be subserved if you carried banks right among them. 

Mr. Williams, And have a bank at every man\s back door! 

Mr. Cobb, of Alabama. Yes, if the interests of thecountry demand it. 

Mr. Williams. I do not object to banks i f they are honestly organized^ 
if they are well organized and are in honest hands. 

Mr. Cobb, of Alabama. Assuming that they are well organized and 
are in honest hands, would it not be to the interest of the people to have 
a bank in every hamlet in the land! 

Mr. Williams. They would not be well managed. Theprivilege would 
be abused. A bank has got to be a conservative institution. Itcan 
not do business properly on cats and dogs. It can only do business 
proi)erly when in the hands of upright people and when it is conlined to 
upright transactions. 

Mr. Cobb, of Alabama. Do you believe it possible for any bank to 
do business on a cat and dog security, if the law under which that bank 
is organized is of such a character as to make such a thing impossible! 

Mr. Williams. I do not believe you could make it impossible. 

Mr. Cobb, of Alabama. Why? The two points made by you are that 
the rate of interest in the South and West has been increased and the 
burden of sujjplying the people with money made more difficult because 
of the fact than in tiiose sections they have not banks, but have to have 
resort to New York and other commercial centers in order to get money. 
The question that I ask you under that assumption is whether if. suck 
a condition of atlairs is made by law as that they can have safe and 
secure banks among the people wiio desire to borrow money — I mean 
good banks with sufficient capital and honestly and properly man- 
aged — it would not be better! 

Mr. Williams. Yes, if the bank is in a place where there is busi- 
ness enough to warrant it. 

Mr. Cobb, of Alabama. Would a bank go where there is no busi- 
ness to warrant itt 

Mr. Williams. I am afraid it wouhl not. 

Mr. Cobb, of Alabama. Do you agree with gentlemen who have been 
before the committee in the oi)inion that in the Carlisle bill abundant 
security is given to banksthat contribute to pay the billsof failed bankst 

Mr. Williams. I am opposed to that feature of the Carlisle bill. 

Mr. Cobb, of Alabama. Do you agree that under the Carlisle system 
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the coQtributiug banks are amply secured, so that there is no chance of 
loss to tliemf 

Mr. Williams. I do not believe that good sound banks would take 
out a dollar of circulation under that cl^iuse. 

Mr. Cobb, of Alabama. Why! 

Mr. Williams. Because they would be unwilling to be bound up 
with other banks. 

Mr. Cobb, of Alabama. But if they are amply secured! 

Mr. Williams. The question of ample security is a question of opin- 
ion. Some banks might think the security ample and others not. 

Mr. Cobb, of Alabama. Every banker who has been before the com- 
mittee, except you, has expressed the opinion that the security is ample. 

Mr. Williams. It is ample if no more banks fail than have failed so 
far under the national banking system, bur 1 think there would be more 
failures. 

Mr. Cobb, of Alabama. You do not think, then, that the security is 
ample! 

Mr. Williams. I do not know; I would not go into it. 

Mr. KussELL. Relative to the two recent bond issues by the Govern- 
ment (as brought out by questions of Mr. Black) I wish to ask you 
one or two questions. Did not the banks or financial institutions (in 
Mew York City, for example) teel it incumbent upon themselves to sub- 
scribe to those issues, or to see to their being subscribed to, in order to 
continue the gold redemption by the United States Treasury! 

Mr. W^illiams. They did. 

Mr. Russell. 1 am asking now in relation to the placing of the first 
issue! 

Mr. Williams. Yes. 

Mr. Russell. Did they have the same feeling in regard to the 
placing of the second issue! 

Mr. Williams. Not quite so much, because there was a better feel- 
ing in relation to this last loan, and it was readily seen that it would 
be oversubscribed. But the same desire was manifested. 

Mr. Russell. Taking the two issues together in this last analysis, 
has not the continuance of the gold redemption by the United States 
Treasury been dependent upon banks and financiers t 

Mr. Williams. I think it has been. 

Mr. Black. Assuming, as you seem to have done, that under this 
act of 1890, which requires the parity to be maintained when these 
Sherman notes were presented, they ought to have been redeemed in 
gold, do you thiuk it is a wise financial policy to reissue them and 
continue that so as to make them a peri)etuai drain upon the gold 
reserve ? 

Mr. Williams. The Secretary has got do so under the present law. 

Mr. Black. lie has got to reissue these Sherman notes! 

Mr. WILLIA31S. Yes. 

Mr. Black. If the Ian did not require him to do so, do you think that 
it would be a wise financial policy ! 

Mr. Williams. What should he do! He is to redeem these notes. 

Mr. Black. What does a private individual do when he redeems his 
obligations. 

Mr. Williams. The Treasury is one of the greatest banks in the world 
and it has not got a sufficient reserve. If it had a reserve as the Bank 
of France has, if it had a reserve of $200,000,000 or $;iOO,000,000 instead 
of $100,000,000, then this whole subject would not be thought of and 
we would not be here. But the Secretary of the Treasury is hampered 
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by law. No bank could carry on business if it were hampered as the 
Secretary of the Treasury is. He has not got authority to go and make 
a tenii)orary loan if his revenues are run down. He ought to have 
power enough to cany on his business because, as I say, he is one of 
the greatest bankers in the world. We find that we have in our busi- 
ness to keep a large reserve. The Treasury sliould maintain a large 
reserve, but it has not got it, and there is where the trouble comes in. 

Mr. William St. John was permitted by the committee to ask Mr. 
Willian)8 a question, lie said: In the summer prior to the first issue 
of the $50,00(>,(K)0 bonds there was a period of extreme dullness in the 
money market, and I want to refresh Mr. Williams's memory about it 
because it is im])ortant to some things that I want to say. Time loans 
were made in the city of New York at 2 per cent per annum, and sixty- 
day notes of business men were sold at 1 J per cent discount per annum. 
I want to remind Mr. Williams about thjit, because I can prove it and he 
can prove it by his own books And (turning to Mr. Hendrix) your 
books will confirm it also. There is no dispute between Mr. Williams 
and myself on any matter of fact. We are the best of friends. But 
that one thing I want confirmed, that is, that money at IJ per cent per 
annum was secured on sixty-day not«s by njerchants. 

Mr. Williams. I would not dispute that at all. At the same time 
I should say that these were exceptional transactions, because I have 
taken none under 2 \yev cent. 

Mr. St. John. But you believe that what I state is true? 

Mr. Williams. Oh, unquestionably so; but 1 think that these were 
rather exceptions. 

STATEMEKT OF WILLIAM P. ST. JOHN. 

Mr. William P. St. John, president of the Mercantile National Bank, 
of New York, addressed the coniinittee. 

He vsaid: Mr. Chairman, you will remember that I declined your first 
invitation to be heard on the topic x)ending. My apology was, and I 
repeat as my explanation and excuse for what I shall say, that at this 
juncture, while our primary money is so undetermined, I deem any 
new creation of bank notes, State or national, perilous to the prospeiity 
of the United States. 

There is a very widespread unrest of opinion on this topic and the 
allied topic, called the "silver question," even in New York and New 
England. Public opinion is under a newspaper terrorism in New York. 
Men who agree with me fully, and I know many of them of considerable 
wealth, ])refer to keep silent for the present. Any nobody who will 
write at length a lot of nothingness adverse to silver money will be 
ac(!or(led certain newspai)er's space and be dignified into great authori- 
ties. Kejoinder, ifcomplete, and the more complete the more certainly 
is denied even a limited space. Again, other men believe that until a 
change of administration here approaches it will merely coat them 
infiuence to 8i)eak their conclusions favorable to silver money. Then, 
too, certain newspa])ers shield their readers against intelligence and 
cow them <mt of any timid convictions they might indulge. 

As an instance, Mr. Horace White's Evening Post a few weeks ago 
quoted at length fiom the London Economist one Rawlinson's criticism 
of Manchester's complaint of England's gold numometallism a^ relat- 
ing Manchester to India. The complete rejoinder of two weeks later 
in the Economist, a compilation of facts that refuted Ivawlinson totally, 
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has never even been mentioned by the Evening Post. The Evening Post 
spreads at length in several columns a reprint of a recent paper of Mr. 
McLeod, nine tenths of which matter is as acceptable to myself, as an 
indei)endentbimetallist, as to anybody else. The real truth which is so 
nuiversally acceptable is a pad of dignity to the conclusions which they 
do not, in the slightest degree, waiTant. And so it goes. 

But conditions current here and elsewhere are forcing the truth upon 
general attention, and a rebellion against this tyranny and conceal- 
ment of facts will manifest itself ere long in New York as elsewhere. I 
have recently been urged by commercial bodies of two important East- 
em cities to address them at length upon my convictions. 1 declined 
on the ground that 1 have talked so much that I deem it unwise to be 
heard again on the topic until invited to speak by my immediate asso- 
ciates in the city of New York. 

The paper that I now ask the privilege of reading was prepared for 
a monthly magazine of importance. I aske<l the space at first but after- 
wards withdrew the request. The editor urged my carrying out my 
first intention. His private secretary heard the matter in the rough and 
urged me the more to complete it for his magazine. I learn this morn- 
ing that more acceptable matter will crowd me out, which is only 
another evidence of what you gentlemen, aiming to serve your country, 
are entitled to complain of in the Eastern press. 

I would like to explain in advance a term I use for the sake of 
brevity and without intending olfenso to anyone, namely, <*goldite8.^ 
The ''goldites" are that inhnitesimally small but prodigiously influen- 
tial coterie in the United States who believe that no one natitm, not 
only, but not all the commercial nations combined in a concert of laws, 
could j)rovide unlimited coinage for gold and silver on one ratio, and 
attract thereby the gold and silver coins, or certificates for them, into 
concurrent circulation as money. 

Mr. St. John then read the following paper: 

GOLD MONOMETALLISM THE PERIL OF THE UNITED STATES.— BI- 
METALLISM ATTEMPTED INDEPENDENTLY, TO ACHIEVE BIMETAL- 
LISM IN EUBOPB BY THE EQUIVALENT OF A CONC^ERT OF LAWS. 

Under official dictation, tutored by the one most aggressive of all 
our handful of *^goldites'' in the United States, Congress fiddles with 
bank notes while the burning issue is our i>rimary money. 

Identically tutored, our Chief Executive has required his Secretary 
to abandon the option conferred by law upon the United States and 
grant to holders of the United States notes the right to exact gold 
always, silver never, as their redeeming coin. Had the option to 
redeem in silver dollars been exercised boldly at the time when only 
3,000,000 silver dollars were owned by tbe United States, with au 
ownership of $11 6,0(M),000 gold, any possible alarm could have been 
laughed to scorn. To attempt to seize upon and exorcise the option 
now, or under immediately prospective conditions of our Treasnry, 
would be to court all the perils of disaster. 

Identically tutored, the demand appears, '^one step at a time," to sub- 
stitute bank promises of money for $007,000,000 of the primary and 
secondary money which they promise. Were the scheme adopted and 
successful, the result achieved would be $907,000,000 of new bank 
promises, $207,000,000 of existing bank promises, and $1,700,000,000 
of promises called deposits, an aggregate of $2,854,000,000 of national- 
bank liabilities payable on demand, resting or wrangling on our avail- 
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able supplies of gold. The preteii«e of the tuition is that this is 
*' sound finance." 

Redundant bank notes have invaribly banished gold and silver. 
They never were suspect<*d of enticing either into money. And national 
banks can not hoi)e for popular consent to their redeeming their circu- 
lating notes in ollicially discarded silver dollars. 

LAW THE LIFE PRINCIPLE IN MONEY. 

" Money is the creature of law. Money is all domestic. Our $10 gold 
piece is accounted 258* grains of nine-tentiis tine gold when beyond the 
jurisdiction of the United States. 

Money and the yardstick have nothing in common. The yardstick 
is an exact, unvarying measure of length. Money is an uncertain, 
variable measure of varying values. The yardstick is not bartered for 
commodities. Money is the means of acquisition and momentarily the 
meaxsure of value of the thing acquired. The yardstick is a unit of 
length. The dollar as a ** unit of value" is preposterous. Our Ham- 
ilton J efferscm statute, founding the mint, ])rovided a dollar as our 
"unit of account." That dollar of 1792 and the dollar of 1894 contain 
identically 371.25 grains of silver. 

AGGREGATE OF MONEY DETERMINES PRICES. 



\ The aggregate of all money afloat and in bank in the United States, 

\ is our true measure of normal value of commodities here. The aggre- 

'. gate of money of all nations trading int<irnationally is the measure of 

\ normal value of all commodities consumed by all. Therefore, to enlarge 

,tlie aggregate of money in the trading world, is to raise uorunil prices 

of counnodities everywhere. To enlarge the aggregate of money in 

•the United States is to raise normal prices for home and internationally 

Iconsnmed commodities here. Per contra, to diniinish the aggregate of 

;money in the United States is to lower all normal prices here; and to 

/diminish the world's aggregate of money is to lower all normal prices 

/ of internationally moving commodities in all the trading world. 

PERFECTION IN MONEY IMPRACTICABLE. 

Omniscience and infinite integrity in law making, but nothing short 
of these, would yield perfection in money. Perfection in money, thus 
provided, wouhl involve the use of neither gold nor silver, nor any other 
commodity. 

But my caution against any attempt at such perfection in the money 
of the United States is that imperfect humanity has never been more 
safe to handle any near approach to 8U(.*h perfection, or with any other 
than commodity 'money, than children have been safe to toy with keen- 
edged tools, the ])eril of any other than commodity money in the 
United States is the reasonable certainty of an overissue of it and 
collapse. 

Now, if my caution against it will be quoted along with my descrii>- 
tion of it, I will desciribe perfect money, to wit: 

Any convenient substance of about the "intrinsic" properties of silk- 
ribbed paper prepared to defy the counterfeiter, issued by authority of 
the law of the United States, and ])romise no redemption whatever, 
except acceptance for all dues to the United States and also made 
receivable and payable for all dues and debts, public and private, 
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within the jurisdiction of the United States. Bat my caution against 
any attempt at such perfection in money of the United States is that 
imperfect bumanity has not been more safe to handle any near ax)proach 
to it, nor with any other tlian commodity money, than children are to toy 
with keen-edged tools. The peril is the reasonable certainty of over- 
issue and collapse. Bank notes differ in degree ordy. 

If United States notes of 1862 and Treasury notes of 18M0, together 
8^07,000,000, were retired, they might all be replaced with logically per- 
fect money as described, provided silver dollars and certificates and 
bank notes were also all retired. The success of the issue would insure 
overissue, and collapse by and by. 

Bank notes differ only in degree from Treasury notes, for this same 
peril lurking in them. The wary can escape a degree of peril in the 
bank note, refusing it as not a legal tender. But the peril is in the 
bank note, nevertheless, as Jefferson and Andrew Jackson knew. 
Nature's restrictions upon the world's supplies of gold and silver, and 
the burden of the art and industrial uses for these commodities, make 
these safer than irredeemable paper as our tool of trade. 

MINT PRICE MAKES MARKET PRICE. 

Gold bullion and United States gold coin enter Europe with one and 
the same right conferred by law, the right of transition into Europe's 
money. By law gold carries the right ot transition into English money 
at the price of £3 17s. lOid. per Troy ounce, eleven twelfths and 1 penny- 
weight fine. By law, France, Germany, and the other important con- 
tinental states similarly endow gold. And, by virtue of our law, gold 
carries the right of transition into the money of the United States at 
the fixed price of 23.li2 grains pure, or '25,8 grains nine- tenths tine, for 
a dollar. . • 

Thus, by law, the market price find mint price of gold arc one and 
the same, so long as there is gohl i)r()(lu(ed each year more than the 
arts and industries and India absorb. For so long, gold in the lump, 
its weiglit and fineness being known, is the e4iuivalent of coin in 
Kurope and tlie United States, for the reason that the possessors of 
gold will accept no lower price while the mint price is oftered in lawful 
money at the mint; and artisans will not pay more for gold because it 
is obtainable at the mint price by melting the coin. 

RESULT OF SILVER MONOMETALLISM. 

Imagine all these mints of Europe and the United States to deprive 
gold of all further right of transition into money. Imagine tlie law of 
each of all these nations to grant to silver exclusively the right of 
transition into the money of each, at one price, equivalent to 371.25 
grains pure (412.5 grains nine-tenths fine) for a dollar. Thenceforth 
the ''price of silver'' in Europe and the United States would be this 
one mint price. Silver in the lump then, as gold now, its weight and 
fineness being known, would be the ecpiivalent of coin. Possessors of 
silver then would not accept less than this one mint price for it, for the 
reason that lawful money could be had for it, at this price, at the 
mint; and the artisan would pay no more for silver because he could 
obtain it at thi* mint price by melting silver coin. 

LAW DICTATES THE PRICE OF GOLD. 

But, irith the support of mints withdrawn from gold and provided 
there jb^ ba jsome. economists aver, a yearly production of gold neigh- 
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boriug $25,000,000 more than the arts, industrievS, and India absorb, 
the market price of gold would fall rapidly until the i)rice attained 
would permit the lower arts, in utensils and the like, to absorb the sur- 
plus gold. Exactly this result is evident in the world's withdrawal of 
mint, support from silver, but much less rapidly attained. 

BIMETALLISM BY CONCERT OF LAWS. 

Kext, imagine all these mints of Europe and the United States to 
grant alike to gojd and silver the right of transition into their money 
at tlie will of the possessor, at one price for gold, equivalent to 23.22 
grains for a dollar; and at one price for silver, equivalent to 371.25 
grains for a dollar, all the coins resulting to be unlimited legal tender 
within the territory of the nation coining them. If gold is producecl 
each yeiir more than the arts, industries, and India absorb, the one only 
use for it is employment as money. If there were silver produced each 
year other than is likewise absorbed, and no one doubts it, the only 
use for such surplus silver wouhl be employment as money. Hence, 
for so long as there continued to be any surplus of gold and any sur- 
plus of silver over the said absorption of each, and provided the sur- 
plus of neither metal were sufficient alone for the world's entire need 
of money, for so long the mint price and market price would be one for 
gold, and the mint price and market price would he one for silver. 
Which would mean that the one mint price for gold and the one mint 
price for silver would be the universal market price for each; and 
would mean universal parity of the gold and silver (5oins at the ratio 
established by these mints. 

This is bimetallism by a concert of laws. It does not seem akin to 
the attempts which our *' goldites" would thrust upon us ; as, for instance, 
the setting up of a universal price for each of all commodities, or for 
any one of them so abundant everywhere as iron. 

RESPECTABLE "SILVER LUNATICS." 

Among other ''silver lunatics" sanctioning the confidence that 
bimetallism thus attempied could not fail, are the learned professors of 
political ec^onomy in the colleges of London, Oxford, Cambridge, and 
Edinburg, and the late I)e Laveleye with others of the profession on 
the Continent, and a host of men of other callings eminent throughout 
Europe and in the United States, 

STATECRAFT COST THE WORLD BIMETALLISM. 

The aforesaid self-same tutor, to the contrary notwithstanding, the 
abandonment of silver and substitution of gold alone as the primary 
money of unlimited coinage is not the ''natural selection of commerce,^ 
but the ignorant or vicious achievement of statecraft. 

The subjects of England were deprived of their right to convert sil- 
ver into money — temporarily first in 1798 and linally in 1816 — under 
conditions of little public concern, lor the reason that irredeemable 
bank notes were England's full substitute for money. Precisely sim- 
ilarly the people of the United States were deprived of their light to 
convert silver into money, a right enjoyed for eighty years, while irre- 
deemable paper of sundry kinds and excessive volume supplanted gold 
and silver money in the United States. 
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[Bxtnu>t of note of Sir David Barbour (Brittah flnince seoretary to India) October 20, 1887.] 

In no ^rtion of Lord LiverpooFB ** Treatise on the coins of the realm " is there 
any allusion to : (1) The treasury order of 25th October, 16^ f directing that guineas 
should be taken at 228. each ; (2) the council order of 8th September, 1698, referring 
the qaestiou of the high rate of the guinea to the council of trade; (3) the report of 
the council of trade, dated 22d September, 16d8; (4) the resolution of the House of 
Comnions on that report; (5) the orders of the treasury to receive the guineas on 
public account at 21s. 6d. each, '^and not otherwise/' 

With the publication of these documents falls Lord Liverpoors statement that 
the English people, by general consent and without any interposition of public 
authority , attached a higher value to the guinea after the great recoinage than the 
market value of gold would justify; and with the fall of the alleged fact must dis- 
appear the conclusion drawn from it, namely, that with the increase of wealth and 
commerce the English people in 1698 had come to prefer gold to silver. And with 
the disappearance of this hypothesis there disappears the only evidence brought for- 
ward in support of the theory regarding the progress of weajthy countries from 
silver to gold, which Lord Liverpool invented in order to overthrow Lockers opinion 
that "gold is not the money of the world, or measure of commerce, nor tit to be so." 

Lord Liverpool's theory may, of course, be sound, though the *facts on which he 
relied in 1805 were imaginary; on the other hand, it may fairly be said that it was 
the acceptance of the theory on the authority of Lord Liverpool which brought 
about in the niueteenth century that state of affairs which is now held to prove the 
soundness of the theory. » ♦• • 

How Lord Liverpool » or those who acted under his orders, came to overlook the 
existence of the documents which I have quoted, and which at that time would have 
destroyed the basis of his argument, is unaccountable. 

SILVER MONOMETALLISM SAFEB THAN GOLD MONOMETALLISM. 

Bat if any attempt to achieve bimetallism independently is to yield 
sUver as our only money, my conviction is the conviction of Eobert 
Morris^ namely, that silver is preferable to gold if either is to be the 
only current money of the United States. The present Secretary of 
the Treasury of the United States and his associates of the President's 
Cabinet have lately shared a well-advertised efibrt to heap posthumous 
honors on Robert Morris. 

THE world's BLIND EXPERIMENT. 

The repeal of our "Sherman Act," November!, 1893, following the 
closing of India's mints in June against the further coining of silver on 
private account, severed the last link that coupled silver to its crippled 
right of transition into the money of the Western world. Hence, just 
thirteen months ago, for the first time in history, the commercial world 
began a free concert of absolutely blind experiment in money. 

The latest estimates of Soetbeer, in his almost posthumous .publica- 
tion of 1892, accorded little, if any, new gold from the mines each year 
to the world's increase of money. Xote, then, that while the popula- 
tion of the United States enlarges at a rate equivalent to adding the 
population of Mexico to ours within seven years, or of adding the popu- 
lation of Canada and all other British possessions in North America 
within three years, this absolutely blind experiment which the United 
States shares demands that whoever would increase the world's aggre- 
gate of money by the equivalent of $1,000 must provide 4.03 pounds 
Troy of gold. 

RESULTS AND PERILS OP GOLD MONOMETALLISM. 

Within the last half of the brief period succeeding 1873, 10 cents a 

pound WAS a sentimental price for cotton and "dollar wheat" was a 

sentimental term. Recently, 5 cents a pound in towns and 4| cents on 

the plantation, 50 cents in towns and "hog feed" on the farm were 

NAT OUR ^22 , , 
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prices current. The dollar of the United States, half an inch in width 
and a thirty-second thick, is thus become $2 with which to buy the 
sweat and toil and anxieties of a season, at the very head and front of 
prosperity in the United States. While thus the dollar of the United 
States is worth 2 bushels of wheat or 20 pounds of cotton, it gauges the 
prosperity of the United States at IJ cents a year, if investeil for the 
period of sixty days in strictly prime commercial paper of New York. 

The tlood of our prosperity ean not rise higher than its source. The 
font is where the nourished earth yields her own increase and for toil 
returns a hundred-fold, it follows that the conditions contemplated 
must alter presently, or the want of a traveling public and the lack of 
sufficiently liberal movements of freight, at profitable rates, will shrink 
the earnings cf certain of our main trunk lines of railway into a defi- 
ciency of any dividends and, later, into default of interest on their 
bonds. Unless relief of law ensues without delay, choice parcels of 
real estate in New York City will manifest declines in prices, exceed- 
ing 20 per cent, between sales in January, 1893, and December, 1896. 

I am well aware that moderate demand upon liberal supplies of com- 
modities produced at low cost and distributed cheaply will yield low 
prices. On these terms, low prices stimulate moderate demand into a 
liberal demand upon the same supplies, and so tend to recover prices. 
On this basis, low prices of our staple necessities are desirable. In 
such variations of demand relative to such supplies, the producer may 
gather amid the fluctuations of prices, his fair share of the advantages 
arising from his abundance. 

EXPERIENCE SAFER THAN EXPERIMENT. 

But, for the reason that the producer does not share the general 
advantages of the abundance of his supplies, the United St«,tes at large 
is sufferer. Relief must be provided, and for that achievement we pro- 
pose that, at all hazards, the United States shall abandon experiment. 

We ask the Congress now sitting to restore our Hamilton -Jefferson 
coinage system, founded with the mint, maintained for eighty years 
without complaint, and overthrown unobservedly at a time when neither 
gold nor silver was our current money. 

On December 6 I submitted to the Chamber of Commerce a devel- 
oped plan to restore, or attempt, bimetallism independently, the plan 
providing the modern convenience of paper substitutes for coin and 
providing ample means to stifle any possible money panic arising with 
the enactment. No moment could be more propitious than the present 
for any such attempt. Idle accumulations of money in our important 
money centers, like the present, are rare. 

"goldite" objection comicends independent bimetallism. 

Our "goldites" antagonize every such proposal with two objections, 
to wit: 

(1) That such legislation is superfluous because "if there is not gold 
enough for all, there is gold enough for us. ♦ • ♦ We can com- 
mand gold in competition with all nations. • • * The United 
States is the largest and best source of supply of the commodities that 
the world most needs — cotton, wheat, provisions, petroleum, and the 
like." 

(2) That to reopen our mints to silver without limit while offering 
coinage to gold without limit, will merely substitute silver monomet- 
allism for gold monometallism in the United States. Thev mean that 
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the proposed enactnieut will yield silver dollars and paper redeemable 
in silver dollars as our only money, and for the reason that it will ban- 
ish gold from money and expel it from the United States. 

We adopt both of their predictions as the assurance of our safety in 
making the attempt. 

Our ability to command gold in competition with nations striving for 
the meager supply of gold available to money would depend upon the 
farther sacrifice of our producers ot petroleum, .provisions, wheat, cot- 
ton, and the like. Lower and lower prices for these elementary essen- 
tials of our prosperity must pursue a foreign market, and every drain 
of Europe's gold to us as our return for them would further lower 
Europe's prices for all commodities, including any more of these she 
buys. 

By our proposal, on the contrary, the United States provides itself 
the convenient ability to part with gold composedly. Instead of our 
present restriction to gold alone as our tremulous necessity, we propose 
to be able to loan our gold to Europe for our own sakes, selfishly. If, 
as our Mint Director estimates, we have $000,000,000 of gold and 
$20,000,000 annually produced in excess of our needs in the arts and 
industries, to spare a liberal portion to Europe, having a convenient 
abundance of domestic money at home, is to loan Europe the vehicle 
with which to carry our i^rosperity. To increase thereby Europe's 
aggregate of money is to raise normal prices of all commodities in 
Europe, including those for which the United States is Europe's *'best 
source of supply." Therefore, diametrically the opposite in achieve- 
ment to what our "goldites" urge, we would enlarge Europe's demand 
for our surplus petroleum, provisions, cotton, and wheat, and upon a 
higher plane of prices for them as she buys. 

SILVER BASIS ONLY TEMPORARY. 

Imagine, as the immediate achievement of our proposed enactment 
silver dollars and paper redeemable in silver dollars to be the only 
money of the United States. The tendency first evident will be its 
restriction ujjon our importations of European products. This is evi- 
dent under India's silver monometallism in her relation to the outside 
world. But a home experience may be recalled : 

During the period of plethoric State bank notes in the United States, 
when a New York merchant had sold to Western and Southern mer- 
chants and bills were due, his collector obtaining local bank notes in a 
Western city would invest in grain or flour, in a Southern city would 
invest in cotton. Shipping the flour and cotton to New York, the sales 
would realize New York bank notes. The operation was thus equiva- 
lent to shipping New York bank notes from the Western or Southern 
cities to New York. The like operation between the United States and 
Europe for our international trade settlements would take the place of 
gold shipments, if gold were hoarded for a high premium, as feared. 
Each such operation would swell the volume of our exports of com- 
modities and benefit, primarily, those for whom we must be most con- 
cerned. 

But the likelihood of any need of such an operation as a part of the 
contemplation of the New York merchant in selling to the West and 
South tended to make him indisposed to sell there. To such extent 
the Southern and Western importations from New York were lessened. 
To the like extent our foreign importations will be lessened under our 
silver-money regime, to the advantage of our home manufacturers as 
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against the foreign manufacturers all the time. But in our Lome 
experience, when the New York merchant or manufacturer found his 
home market not broad enough for all his wares, as was frequently the 
case, his surplus was t^old West and South at as low price and some- 
times even lower prices than to customers at home. The home price 
being for the greater portion of their merchandise was maintained, at 
a sacrifice of profit on the moderate surplus sold elsewhere. Similarly 
Manchester, Lyons, and manufacturers in Germany would experience 
the restriction of our silver money upon them. Our importations of 
Europe's products are to large extent a surplus which she must sell. 
To that extent our importations of foreign x>roduct8 will continue to 
foreign disadvantage and our gain. 

But, because we are Europe's "best source of supply" for our great 
surplus of staple commodities, Europe wil 1 buy of us, even though we 
do not buy of her. As, for instance, we buy from Cuba $75,(KK),00O 
worth of goods a year and sell to Cuba $12,000,000 to $25,000,000 only ; 
or as Brazil finds a market here for $70,000,000 of her commodities and 
buys $40,000,000 only of our commodities in return; and finally as 
England, on the contrary, is debtor to the United States for an excess 
of $100,000,000 a year by average in our mutual barter of commodities 
with her. 

OUR SILVER DOLLAR AT A PREMIUM. 

Therefore, with our niouetary restriction upon importations setting 
all our spindles turning, emx)loying operatives at full time and these 
operatives made thereby to enlarge our aggregate of home consumers 
of all home products; with our trade settlements in merchandise serv- 
ing to enlarge the exportations of our spare products; with Europe's 
prices for our products enhanced by our enlargement of Europe's aggre- 
gate of money, our achievement next evident will be a credit balance of 
trade established in Europe for the merchants in the United States. 
At that point exchange on London would sell in Wall street at a dis- 
cbunt. This means a draft on gold payable seven days from date 
offered at a discount in standard silver dollars — ^the despised, stigma- 
tized 50-cent-silver piece in Wall street, held at a premium over gold in 
London. It means our silver dollars and our gold coin at par; bimetal- 
lism a reality in the United States. Our prosperity as her example, 
and to such a degree at her expense, is likely to enforce the influence 
of Manchester's opinion of English monometallism/ the result of which 
may mean the abandonment of England's vicious monetary system soon. 

Europe's only silver is her money. Europe's silver coin is valued from 
3.06 cents to over 13.33 cents per dollar more than ours. Her " silver 
pots and spoons " carry the price of labor in them. She will ship us 
gold, therefore, rather than silver, at a minimum preference of 3 per cent. 

aOLD DESPISED IN 1853. 

Our " goldites " would dismiss all this on the ground of an over- 
abundance of silver. Had the most influential doctrinaire in monej'^ in 
Europe been as influential with lawmakers in 1853, as our aforesaid 
tutor was influential with law dictators in 1893, France would have 
closed her mints to gold. Silver monometallism would have been the 
coinage system of the world. Chevalier threatened France with an 
abundance of gold as cheap and overwhelming as iron. Silver is the 
overabundant prediction of our doctrinaires. Note, however, that 
$5,000,000 worth of silver bullion is at this moment an overestimate for 
the world's distributing-markets' supplies of silver. 
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INDEPENDENT BIMETALLISM ACHIEVED. 

Finally, our "goldites," and in particular our tutor aforesaid, distort 
history for proof that bimetallism has proved itself a failure; and tliat 
independent bimetallism in the United States during eighty yiars, 
fdrnished the experience for the certainty of failure if attempted now. 
The facts, justly handled, refute both assertions flatly. 

The world's great mints were never open to gold and silver without 
limit on a single price among them for each metal. In consequence, 
every seeming divergence between a market price and a mint price for 
either metal was invariably a difference between mint prices. Diver- 
gence between one mint price and another, or other mint prices, has to 
answer in history for every annoying flight of gold^or of silver interna- 
tionally. By undervaluing gold relative to silver, compared with the 
French mint's valuation of gold relative to silver, our coinage act of 
1792 caused our merchants to choose gold preferably to silver for their 
foreign settlements, following 1792. By undervaluing silver relative to 
gold, compared with the French mint's relative valuation of tJie two, 
in oar coinage act of 18^34, we made our merchants choose silver prefer- 
ably to gold for foreign settlements thereafter. This divergence' 
between mint prices — not divergence between our mint price and any 
market price— <50st us gold in one period and cost us silver in the other, 
for the reason only tliat during most of both periods we were usually 
the debtors in balancing our foreign trade. 

UNITED STATES INDEPENDENT BIMETALLISM EXPERIENCED. 

Our " goldite" assertion that our said act of 1792 effectually demon- 
etized gold by expelling it from the country, and that our act of 1S34 
effectually demonetized silver by expelling it, are alike refuted by 
indisputable records, not made for argument but reporting facts. Thus 
for the twelve years endiug 1805, our gold coinage exceeded our silver 
coinage. In the eighteen years following, our gold coinage was half 
our silver coinage. In the nine years ending 1833 our gold coinage was 
one-fourth our silver coinage. And in this same period of << banished 
gold" (t) our trade movements of both metals were usually in one direc- 
tion, usually export in excess of import of both until ending 1823. In 
1824 the net movement of the two was import in excess of export. 1825 
refutes this gold banishing theory flatly by a net import of gold and a 
net export of silver. In the five years following, both metals moved to- 
gether again, import in excess of export. In 1831 our ** goldites " are 
again refuted flatly by the net import of gold with a net export of sil- 
ver. Thereafter gold and silver both show import in excess of export 
until 18 <4. 

And in the period following 1834, while "banishing silver" (?) is the 
assumption of our " goldites," our silver coinage in the first eight years 
equaled our silver coinage of the eight years piior. Our silver coinage 
in these first eight years exceeded by 83,(KK),000 our coinage of gold. 
In the second eight years ending 1850 we coined S 18,000,000 of silver, 
although we were not producing silver, but were producing gold in 
amounts more vast than the world had known. And in the first four 
years of this " silver banished " ( ?) period our imports of silver exceeded 
our exports of silver by $6,000,000 more than our imports exceeded our 
exports of gold. For the three years ending 1842 the net movement 
of both metals was together, export in excess of import. And nine 
years after this act of 1834 our net movement was import in excess of 
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export for gold and silver both. Our " goldites " are refuted notably 
and finally in the fact that prior to our civil war no single important 
movement of the one metal inward and the other metal Outward is the 
record of a year. 

And note also in this connection and at this particular moment, 
besides the considerable sum in coins of foreign nations, circulating as our 
legal tender until 1857, and besides the unlimited legal tender function 
of half dollars, quarters, and dimes until 1853, and besides the fact that 
80 per cent of all, the silver dollars coined were coined after 1834, this 
fact, namely, that redundant bank notes which increased by more than 
$200,000,000 in a period of ten years, were tending all the time to house 
both gold and silver in quiet bank reserves. 

FRANCE A SAFE CRITERION. 

Finally, I regret profoundly that space forbids the mention of inde- 
pendent bimetallism in France and the record of her mint dictation of 
the world's market price for gold and silver during a period of seventy 

J ears. On the closing of her mints against silver in 1874 France had 
900,000,000 of gold and $700,000,000 of silver circulating side by side 
as money. Her population barely exceeded 35,000,000. Our present 
population exceeds 65,000,000, with a promise of exceeding the aggre- 
gate i)opulation of Great Britain and France within ten years; and 
our use for gold and silver is for a circulation over a territory seven- 
teen times the area of France. 
I will append a portion of her record and a table for the printed report. 

INDEPENDENT BIMETALLISM OF FRANCE. 

By act of her Corps Legislatif, March 28, 1803, " o grams of silver, 
nine-tenths fine, constitute the money unit, which retains the name of 
franc.'' 

The articles prescribed the same fineness for gold coin, and direct the 
coining of 20- franc and 40-franc gold pieces, as well as 5-frane and smaller 
silver pieces. A thousand grams of gold, nine-tenths fine, are to yield 
3,100francs; and at the rate of 5 gramsto the franc, 1,000 grams of silver 
are to yield 200 francs — themint price of gold, therefore, being 15.5 times 
the mint price of silver; the 1-franc silver pieces being, as absolutely 
as gold pieces, the unlimited legal-tender coin of France, and they con- 
tinued to be until the founding of the Latin Union in 1865. As already 
noted, the 5-franc silver piece continues to be unlimited legal tendcur 
in France, and, therefore, the fnll equivalent of gold in France, although 
no longer coined, and at the relative price for gold of 15.5 times silver 
in the existing coins. 

Appended hereto are tables C T), reporting in dollars the gold and 
silver coinage of France during the seventy years in which her mints 
were open to the unlimited coining of both gold and silver, at a mod- 
erate charge, into unlimited primary moneys. And there will appear 
the world's prodnction of gold and silver during this period, showing 
astoumling variations iu quantities of each produced, and yet as notable 
an approach to fixity during the period in the relative market price of 
gold and silver. 

While the coinage of either metal was by the voluntary act of its 
owner all the time, the w>inage showing as good a use as any other to 
which the owner could put it, or a charge for coining would not have 
been paid, we note with astonishment the following: 
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In 1806, with the year's production of silver fifty and one- quarter 
times the year's production of gold, we see the coinage of nearly $200,- 
000 worth more of gold than of silver for the year. In 1818, with the 
year's production of silver forty-six times the production of gold, the 
coinage of gold is seven times the coinage of silver for the year. In 
1852, when the production of silver had fallen to four and one-half times 
the year's production of gold, the coinage of silver is five times the 
coinage of gold for the year. And when in 1806, the gold and silver 
coinage»of France was so nearly equal for the year, with the production 
of silver fifty and one-quarter times the year's production of gold, we 
see the average market price of gold at 15.6 times silver, governed, we 
infer, by this effectual mint price of 15.5. In 1818 with the coinage of 
gold seven times the coinage of silver, and the production of silver 
forty-six times the year's production of gold, the world's market price 
averages 15.4, as governed by this mint price, 15.5. 

And notwithstanding the timid scream of Chevalier and others in 
1853 against the further admission of gold into money, gold seeming 
then to threaten to rival iron in its abundance, the mints of France 
continued to accept all tenders of gold and silver, and continued to 
govern the world's market price composedly until 1871, when war 
with Germany interfered. And the result, which finally appeared 
after the closing of her mints in 1874, reported to the Paris conference 
1878, was a stock of gold and silver money afloat and in bank in France^ 
exceeding $700,000,000 worth of silver money and $900,000,000 worth 
of gold. 

The late De Laveleye, in his ** La Monnaie et le Bimt^allisme," 1891, 
makes plain that all the divergence between the French mint price and 
the London and Hamburg prices for gold or silver, from time to time 
during the seventy years, was within the aggregate of the costs of a 
shipment of the momentarily cheaper metal to Paris and the charge for 
mining there. And, as observed already, the mints of France had little 
appreciable assistance in their governance of the world's market price 
for gold or silver during any consecutive important period of years. 

Note once more that the population of France did not exceed 
36,000,000 and that their employment of money was within an area of 
203,000 square miles; and that the present population of the United 
States approaches 67,000,000, whose demand for money is for a circula- 
tion over an area of territory exceeding 3,600,000 square miles. And 
recollect that her mint price for silver, the value of silver in her exist- 
ing 5-franc pieces, is at the rate of 3.06 cents on a dollar higher than 
ours. This means that if the mints of the United States were open to 
unlimited coinage for our silver dollars, the French would prefer to ship 
their gold rather than their silver money in any bullion settlement 
with us as our debtor in trade. The same preference to ship gold rather 
than their silver money to our equally open mints would appear in the 
case of any of the European nations except England. England's pref- 
erence to ship us gold in trade settlements due us, rather than her 
silver money, would exceed 7 cents on the dollar. 

And note finally as to France, that while her unrestricted mints 
accepted and coined gold and silver without limit during periods when 
the year's production of silver was only four and one-half times the 
year's production of gold, and when the production of silver was fifty 
and one-fourth times the production of gold, governing the T»rice of both 
metals in all markets the while, the year's production of silver was only 
twenty-three and one-half times the year's production of gold in the 
world in 1892, and is proportionately less just now — twenty-one and 
one-fourth times for 1893. 
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Table C D. 

The world's prodaction of gold and silver in periods from 1493 to 1890: Soetbeer. 
The same for the calendar year 1891 : United States Director of the Mint. 

The proportions of gold and silver relative to the sum of the two, for each period; 
and these proportions according to valae, at the French mint valuation of 1 to 15.50. 

The relative weight of the ^old and the silver produced in each period; iii other 
words, the "ratio of production/' i. e., the ** intrinsic value" (f) of either measured 
by the other, if production determines value. 

Average '* market-price'' for each period, i. e., average relative value of gold and 
silver in the open market — London and Hamburgh : Soetbeer, and United States 
Director of the Mint. 

Coinage of France during seventy years to 1873, while her law allowed equally 
anlimited access for gold and silver to her mints on private account, at a valuation 
of 1 to 15.50, for emission in unlimited legal-tender coins. 



Period. 



1403-1520. 
1621-A4... 
1M&-60.... 
1561-40... 
lMl-1600. 
1601-20... 
1681-40... 
1641-60... 
1661-80.... 
1681-1700.. 
1701-20... 
1721-40... 
1741-60... 
1761-80... 
1781-1800. 
1801-10 » .. 
1811-20..., 
1821-30.... 
1831-40.... 
1841-60.... 
1861-65.... 
1856-60.... 
1861-65.... 
1866-70.... 
1871-75... 
1876-80.... 
1881-85.... 
1886-00.... 
1891 



Gold. 



357.280 
378. 048 
290,552 
300,060 
324.720 
374.880 
365,200 
385,880 
407,440 
473.660 
564,080 
8:19,520 
1.062.840 
911. 020 
782,760 
301, 116 I 
251,790 . 
312,7.V2 I 
446,:)58 , 
1,204,608 
2,172,665 I 
2.206.638 
2,036.363 I 
2,110.000 
1, 877, 425 
1,881,726 I 
1.694,258 , 
1, 863. 700 i 
415,710 1 



irdupoia. 


Proportion of the tot«l. 


Relative 


ReUtire 

market 

valoe gold 

tosflver. 


Silver. 


By w 
Gold. 


«i/sht. 
Silver. 1 


At 

Gold. 


ralae. 
Silver. 


prodnctiun 

gold to 

silver. i 
(weight). 


2,895,200 


11 


89 


66 


84 


1 to 8. 10 1 


ltolQ.5-U.l 


4. 762, 560 


7 


9;{ . 


55 


45 


12. 5© , 


11.25 


10, JMJ8. 320 


3 


97 


30 


70 


36.61 1 


11.30 


13, 178. 000 


2 


98 


26 


74 


43.78 


11.50 


18, 431. 6U0 


2 


98 


21 


79 


56.76 ! 


12.00 


18,607.600 


2 


98 ' 


24 


76 


49.63 


12.50 


17.318,400 


2 


98 . 


25 


76 


47.42 ! 


14.00 


16,117.200 


2 


98 


27 


7^ 


41.77 


14.50 


14, 8«J, 000 


3 


97 . 


JO 


70 


36.30 


16.00 


13, Wi, 600 


3 


97 ; 


33 


67 


31.76 , 


14.95 


15,646.400 


3 


97 ' 


36 


64 


27.74 


15.21 


18,972.800 


4 


96 1 


41 


50 


22.60 


15.09 


23,458.380 


4 


96 j 


42 


56 


21.66 


14.74 


28, 720, 560 


3 


97 1 


83 


67 


31.52 


14.72 


38, 678, 640 


2 


98 i 


24 


76 


49.41 > 


15.09 i 
15.61 ^ 


19.671.300 


2 


98 


24 


76 


50.29 


11,896,940 


2 


98 


25 


75 


47.25 


15.40 


10. 132, 820 


3 


97 


33 


67 


32.39 


15.76 


13.121,000 


3 


•97 


35 


65 


29.40 


15.70 


17, 160. 130 


7 


98 


52 


48 


14.25 


15.81 


9, 747, 265 


18 


82 


78 


22 


4.49 


15.42 


9,954.890 


19 


81 


78 


22 


4.39 


15.80 


12, 112, 6:>o 


14 


86 


74 


26 


5.95 


15.41 


14, 729. 035 


13 


87 


69 


31 


6.98 


15.55 


21. 66;i. 675 


8 


92 


57 


43 


11.54 


15.97 


24,200.088 


7 


93 


54 


46 


13.21 . 


17.89 


•.», 333. 894 


5 


95 


47 


53 


17.31 


18.59 


37.962,786 


5 


95 


43 


67 


20.37 ' 


21.15 


9, 847, 300 


5 


95 


41 


59 


23.68 


20.92 



* Mints of France from 1803 to 1873 equally open to sold and silver on the ralnation of 1 to 15.50. 
See coinage table annexed. 

Coinage at the mints of Fravoe, from 180S to 1870 in said periods y valning the franc 
roughly at 5 to the United States dollar. 



Period. 



Gola. 



1803-10 
1811-20 
1821-30 
1831-40 
1841-60 



*:i:i.5O4.064 

UCOO'/.b-^e 

15. 031, 752 

29, 198. 152 

35, 157, 480 



5 francH 
Bllver. 



$53. 865. 244 
149. 752, 37« 
208, 757, 001 
233, 834, 009 
175. 845. 263 



Periwl. 



Gold. 



1851-55 $310,766,198 

1856-60 505,494.552 

1861-65 179,491.304 

1866-70 227,777,130, 



SlVancs 
silver. 



$34,252,910 

9.279.042 

194.216 

51.954,843 



Total 1,447,329.206 



017,735.88S 
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Years of noteworthy ooinaaes, in better evidence of the automatic regulation of the ^^ market 
price" of gold and tilver, Vy the minte of France, 



Year. 


Coinage of the niinta of 
France. 


Relative 
production ' 
gold to silver 

(weight). , 

1 

1 

1 to 50.29' 

1 to 47. 25 
1 to 14. 25 

! 

110 4.49 

1 to 4.40 
1 to 6.00 ! 

1 to 6. 98 

1 to 11.54 ' 
1 to 12. 90 


Relative 
market 


Gold. 


6 TnncB 
silver. 1 


value gold 
to silver. 


1803 


$233,046 

4,607,800 

3,367.776 

2,880,440 

16,282,372 

13.883,190 

12. 148, 216 

13.908,914 

2, 560. 424 

16,171,404 

•6.712,376 

2,475,012 

370, 544 

23, 828 

5,421,912 

15, 854, .m 

53.941,904 

2, 776,260 

101,743.432 

85. 898, 300 

131, 316. 076 

79. 937, 648 

17. 150. 224 

30.658,000 

68, 872, 548 

36, 858, 6()4 

65. 506, 130 

45,670,088 

10. 869, 760 

10, 033, 976 


$4,565,400 
4,485,649 
804,423 
7,985,445 ! 
48.947,496 
31.045,613 : 
26,002.853 ] 
12, 157, 747 ' 
6,8-)6.669 < 
2,419.939 
3,612,292 1 
14,669,936 ' 
13. 176. 982 
16,780.658 
40.700,300 , 
16, 120. 678 
11,499,200 • 
13, 090. 200 [ 
10, ei5 1 
4,861,173 1 
3,365 ' 




1806 

1807 


1 to 16. 61 


1809 




1811 




1812 




1813 




1814 


1 to 15. 49 


1116 : 




1818 




1820 




1841 




1842 




1845 


1 to 15. 81 


1849 




1850 




1851 

1852 

1854 


1 to 15.42 


1855 

1859 




I860 


1 to 15.30 


1861 

1865 


22.098 

97, l.'U , 

37, 8f>3 

10.810.:U2 

18.724,110 

11. 652. a"S7 

10,729,070 

042, IKl 

77, 838 

30, 929, 8(19 

11,099.202 

15, 000. 000 

10. .'132.263 


1 to 15.44 


18« 

1867 




1868 

180B 


1 to 15. 55 


1870 

18711 

1872 




1873« 




1 to 15. 97 


1874 

1875 

1876I 


4.863,940 
46,982,400 
35, 208, 6:)2 


1 to 17. 88 

• 



»In 1871 Franco-I*niMian war was waged, followwl by French payments of lodeninity to Germany. 

*ln 1873 Gerroany's sales of silver began, tbt^ United States having demonetised silver by act of 
Febnuurv 12. 1873. 

*The fail leKal-teudcr silver coinage restricted, by Latin Union agreement of 1874; stopped finally 
by agreement of 1878. 

LATIN MONETARY UNION. 

The Latin Union did not appreciably enlarge the ability of France to 
maintain the parity of her gold and silver coins ; that in, did not add 
to the ability of France to maintain bimetallism independently. The 
coins of all gravitated to France. 

France compacted with Belgium, Italy, Switzerland, and later with 
Greece also, a union whose purpose was **to rid their several people of 
annoying conditions of intercourse and business transactions resulting 
from differing valuations of silver in the subsidiary silver moneys of 
these several States, and with the purpose also to achieve a uniformity 
of weights, measures, and moneys among them." 

This Latin Union was formed December 23, 1805. It provided unlim- 
ited coinage and the unlimited legal-tender function for gold and for 
silver 5-franc pieces, thus exceeding its first aforesaid intent. The 
union was maintained with this unlimited ofranc piece included until 
1874 (under Germany's sales), and thereafter with a continuance of sub- 
sidiary silver coining under restrictions until 1878. Except that coin- 
ing silver has ceased, the union remains in force effectually. Each State 
made the authorized gold and silver coins of all receivable and payable 
at its public treasury. Each State contracted to redeem its own issues 
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of subsidiary silver in gold or the 5-franc pieces of the State asking the 
redemption. 

The evidence of the independence of France in her bimetallism, her 
independence of her associates in her maiotenance of the parity of 
gold and silver money, is easily made manifest. Much of all their gold 
and silver money gravitated to France, and for the reason that in 
Switzerland the rate of exchange on Paris was so frequently and so 
ooutinuously at a premium ; for the reason that the same was painfully 
true of Belgium, as the late De Laveleye records; and for the reason 
that the like was glaringly true of Italy, whose only currency became 
irredeemable paper. 

The population of France barely reached 3G,000,0()0, and the territory 
over which her money circulated was less in area than 202,600 square 
miles, betbre 1865. The combined territory of Belgium, Italy, Switzer- 
land and Greece and their combined population, were resi)ectively, 
166,500 square miles and 37,500,000 people. The aggregate popula- 
tion of all the Latin- Union States, therefore, did not exceed 73,000,000 
and their combined area was less than 370,000 square miles. 

The present population of the United States approaches 67,000,000 
and promises to exceed 85,000,000 within ten yearj*, whose employment 
for circulating money is over an area of 3,600,000 square miles. 

AUSTBIA^S MONEY. 

As for Austria-Hungary, while at heavy cost incurred in the purchase 
of $100,000,000 of gold at a premium, her stock of that metal may have 
been increased to that extent. Nevertheless, in no right sense of the 
word can it be justly asserted that the monetary system of that Empire 
has been established on a gold basis, even approximately. If her mints 
have been coining gold every week during the last year, so, too, have 
they been coining silver to a material extent, and thus increasing the 
volume of its silver currency as well as that of her gold. As recently 
indeed as the 15th of March, 1894, the monetary situation of the 
Austro-Hungarian Bank was as follows: 

Gold $50,268,363, or 39 per cent. 

Silver 79,261,480, or 61 per cent. 

Making a total of 129,529,843, or 100 per cent. 

Note circulation, $194,228,000 ; tbat is no less than 61 per cent of the 
present stock of specie in the Austro-Hungarian Bank as recently as 
the 15th March, 1894, was of silver. 

Gold cxjmmands a premium in Austria thus, far still. She does not 
redeem her paper in gold as yet, and will not if she abandons silver. 
Her already burdensome debt of nearly $2,000,000,000 increases almost 
every year. 

AFTER BEGESS. 

The Chairman. Does any member of the committee desire to submit 
any further questions to Mr. St. John! 

Mr. Culberson. I want to ask him a question. In view of present 
conditions, Mr. St. John, what would you have this Congress do? 

Mr. St. John. Shall I offer a bill! Shall I give you a bill to offer in 
the House if you approve it! 

Mr. Culberson. You can answer that question just as you think 
proper. 

The Chairman. Your answer is that you would like to have the fol- 
lowing bill enacted! 
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Mr. St. John. That is it. 

Mr. Warner. Let it be read. 

Mr. Culberson, lie need not read it; he can briefly state the effect 
of it. 

Mr. Johnson, of Indiana. Let him briefly explain its contents. 

Mr. St. John. I And a wide difference between explaining a thing 
and giving the thing itself. 

Mr Culberson. I think you had better read it. 

Mr. St. John. I should like to read it. I think I can take it up by 
paragraphs, which I believe to be the method of legislation. 

The Chairman. Read it and then make your explanation. 

Mr. St. John read his proposed bill as follows: 

A BILL to restore the bimetallic coinage Byatem of the United States, and for other purpoiiee. 

Be it enacted f etc.. That upon the terms and conditions and charges prescrihed bj 
law for the like deposits of gold owners of silver not too base for the operations of 
the mint may deposit the same, in amounts of not less value than $100, at any mint 
of the United States and receive therefor silver dollars containing each 412^ grains 
Troy of standard silver. 

Sec. 2. The standard silver dollars of tlie Ignited States are hereby required to be 
received for all dues to the United States and are mtute receivable and payable for 
all dues and debts, public and private, within the United States. 

8ec. 3. Depositors of gold and depositors of silver as aforesaid, at any mint of the 
Unite^l States, shall receive therefor on their request, instead of the coin to which 
they shall be entitled, coin ccrtiticatesof the United States which shall be redeemed 
on demand of coin. And depositors of gold coin and of silver coin, other than sub- 
sidiary coins, at the Treasury or any subtreasnry of the United States, in sums of 
not less than $20, may receive the herein-provided coin certiticates therefor. And 
no gold certificates and no silver certificates and no Treasury notes authorized by 
act of July 14, l><90, entitled "An act directing the purchase of silver bullion and 
the issue of Treasury notes ther<'on, and for other purposes,'* shall hereafter be issued. 

Sec. 4. The herein-provided coin certificates shall be redeemed in gold or silver 
coin, at the convenience of the United States; and the Secretary of the Treasury is 
hereby authorized, in his discretion, to redeem the same on re(piest in gold or stiver 
standard bars, at the like convenience of the United States. 

Sec. 5. The Secretary of th« Treasury is hereby recpiircd to reserve on hand, in 
coin and standard bars, an aggregate sum of gold and silver equal to the aggregate 
sum of the herein-provided coin certificates outstanding, except as hereinafter pro- 
vided. 

Sec. 6. The Secretary of the Treasury is hereby authorized; in his discretion and 
under regulations which he may prescribe, to direct the Treasurer of the United 
States, from time to time, to receive, at the Treasury or any subtreasnry of the 
United States, interest-bearing bonds of the United States, duly hy]>othecated to 
the Treasurer, and issne therelor safe amounts of the herein-provided coin certifi- 
cates as loans at interest. The rate of int-erest to be recjuired on sucli loans of coin 
certificates shall be in every case the same as the rate of interest payable by the 
United States on the bonds hypothecated therefor: Vrovidfd aluudjH^ That the 
aggregate sum of coin certiticates issued for de]>osits of interest-bearing boncls of 
the United .states shall not reduce the aggregate huui of coin and standard bars 
reserved for the redemption of coin certiticates i elow 60 per cent of the aggregate 
sum of all coin certificates outstan*iing. 

Sec. 7. The coin certificates provided in this act shall be received for all dues to 
the United States, and shall be receivable and payable for all dues and debts, public 
and private, exce])t where otherwise expressly stiiMilated in the contract. 

Sec. 8. All authority of law for the transportation of standard silver dollars for 
private account at public expense, in exchange for other lawful money of the United 
States, and all other acts an I parts of acts in conflict witli this act, are hereby 
repealed. 

Mr. St. John. I should like to explain that before any question is 
asked me, while 1 think of what I want to say. 

The i)n)posal to make these coin certificates a legal tender with the 
limit proposed, gold and silver coin being ma<le equally unlimited as 
legal tender, is in order that the New York Clearing House banks 
shall accept these coin certificates as it does the Treasury notes of 1890, 
which are just so limited, in settlements of daily balances. 
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The proposed section 6 is an emergency issue, and wonld be availed 
of in real emergencies only, for two reasons: 

(1) Because owners of bonds would not accept long-time loans at a 
cost ot all the interest on their investment; and 

(2) Borrowers of 4 per cent and 5 per cent United States bonds, 
hired to hypothecate for such loans, would only appear when a real 
emergency made high rates for money in the open market. 

If a money-market panic threatened the proposed enactment with a 
sharp contraction of our aggregate of money, this provision (section 6) 
would empower the Secretary of the Treasury to issue over $200,000,000 
of United States coin certificates against silver coin and bullion already 
in the Treasury, and loan them at 4 per cent atid 5 per cent per annum 
against United States interest-bearing bonds. 

If lack of engraved coin certiticates threaten the Secretary's imme- 
diate convenience, I suggest that boldness equaling the recent issuing 
of interest-bearing bonds will momentarily substitute silver certiti- 
cates, with some distinguishing stamp on then), therefor. 

. The bill merely proposes in effect: " That the Congress restore imme- 
diately the coinage system of the United States founded with the mint 
in 1792, maintained for eighty years thereafter and overthrown, unob- 
servedly, when neither gold nor silver was our current money. Pro- 
vide the modern convenience of paper substitute for coin, on the choice 
of the depositors of gold and of silver at the mint, one and the same 
coin certificate redeemable on demand in coin. Bedeem these coin cer- 
tificates in gold or silver, at the option and convenience of the United 
States. Provide an * emergency issue' of these coin certificates, addi- 
tionally, with 'elasticity' unquestionable and with redemptions on 
demand assured, and the means in the Secretary's hands to stifle any 
panic in Wall street instanter." 

Mr. Beositts. What limitation would you put upon the legal-tender 
quality of the certificates you have descirbed ? 

Mr. St. John. The coin certificates t 

Mr. Brosius. Yes. 

Mr. St. John. Only that you and I miglit be able to contract against 
receiving them, if we desire, exactly as the Treasury note of 1890 is 
limited in its legal-tender fiinctJon, and exactly as the silver dollar is 
limited. But I propose to remove the limitation from the silver dollar. 
Let our gold and silver coins stand alike before the law, as in France; 
and then the United States Supreme C(mrt will not permit the enforce- 
ment of contracts in gold coin only. Such discrimination then would 
be "against good pubUc i)oli(*y'' to enforce. 

Mr. Brosius. You have spoken of the limited legal- tender quality, 
but you have not yet stated what the limit was. 

Mr. St. John. The limit only that you would have a right to contract 
against them, as you have in the Treasury note of 1890. 

Mr. Ellis. I came into the room alter you had read part of your bill. 
I will ask you whether your bill provides for the repeal of the law of 1873 
making the gold dollar the unit of value? 

Mr. St. John. You gentlemen are lawyers, and I need not give you 
the law. But as I understand statute law to-day, each new statute sup- 
ersedes any prior act that conflicts with it. The provisions of my pro- 
posed bill conflict with that law of 1873, and my final clause provides 
that all acts and parts of a(*>ts in conflict herewith are hereby repealed. 

Mr. Ellis. Do you propose to establish the silver dollar as the unit 
of value — ^if that is a good term! 
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Mr. St. John. I do not think it is a good term. I presume you mean 
the unit of account. ' 

Mr. Ellis. The unit of account? 

Mr. St. John. No, air; my bill recognizes the dollar of the United 
States as the unit of account; it does not distinguish between the 
gold dollar and the silver dollar. 

Mr. Ellis. Does it provide any ratio at which the metals shall be 
coined — if that is a good term ! 

Mr. St. John. You did not hear the bill read ? 

Mr. Ellis. No, sir. 

Mr. St. John. The first portion is explicit on that point. It simply 
provides tl)at the silver dollar now existing shall be coinable, without 
limit in amount, on producing the bullion for it, and on the same terms 
as are now prescribed for gold. 

Mr. Ellis. Would your theory put this country on a silver basis? 

Mr. St. John. Momentarily, it might — I think it would, immediately. 

Mr. Ellis. How long would that condition, in your judgment, pre- 
vail! 

Mr. St. John. I read you a paper this morning in which I tried to 
answer that. I shall have to refer you to that for my complete answer. 
I would not predict the achievement of actual bimetallism in the United 
States under the bill earlier than two years; that is, two years at the 
outside. I should expect it earlier than if conditions existing abroad, 
existing outside of France, prevail; meanwhile, I would expect it to be 
accomplished within one year. There is no business prosperity any- 
where in the world to-day, outside of France. 

Mr. Ellis. To what do you attribute the prosperity of France! 

Mr. St. John. To an abundance of good, sound money; that is, pri- 
mary money that can not be refused, money that the financiers of that 
country handle on a scientific basis, Frani^e being the only nation of 
financiers. 

Mr. Ellis. I was criticised the other day for asking some witness 
something about primary money. I was asked what I meant by pri- 
mary money. Now, I wish you would give a definition of that term. 

Mr. St. John. Primus, I think, means first, or nothing ahead of it. 
It is absolute money — ^unconditional, primary money. Secondary 
money is the greenback which, although a limited legal tender, is a 
promise of money. Gold coin does not promise any redemption. It is 
not the stamp on the coin that makes it money. It is the law behind 
it. You can not refuse it, and the condition all over the world to- day 
is, practically, that all you have to do is to present bullion or gold, and 
lawful money is returned to you for it under the mint laws of all the 
commercial nations. 

Mr. Ellis. You have examined the Baltimore plan and the plan sub- 
mitted by the Secretary of the Treasury, I presume ! 

Mr. St. John. I have. 

Mr. Ellis. If either one of those plans were adopted, stato whether 
or not, in your opinion, the volume of paper money would be increased 
or decreased. 

Mr. St. John. I do not look upon a bank note as money, but a promise 
of money, and therefore I do not quite get your question. 

Mr. Ellis. I will ask it in this form: If either of those plans were 
adopted would the volume of paper currency be increased or decreased ! 

Mr. St. John. You mean now, money and substitutes for money. 
Will yon confine me to one, because I would treat these plans on dififer- 
ent bases. 
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Mr. Ellis. Answer in your own way. 

Mr. St. John. Sup{)ose you confine me to one; otherwise you give 
nie large ground to cover. 

Mr. Ellis. Then I will confine you first to paper currency. Would 
the volume of paper currency be increased I 

Mr. St. John. To which of the bills shall I confine myself! 

Mr. Ellis. We have the Baltimore plan, already spoken of, and the 
other plan submitted by the Secretary of the Treasury. 

Mr. St. John. Confining myself for the time to the last named, if the 
Secretary's bill were enacted as introduced it would fall absolutely flat; 
not a note would be taken out under it. 

Mr. Ellis. Why? 

Mr. St. J(jhn. For the reason that Mr. Williams and several other 
gentlemen have given you, as I understand their testimony. 

Mr. Ellis. You seem to have overlooked the lact that there is a 
mandatory provision in one of these plans. 

Mr. St. John. On the contrary, that panic-assuring provision will be 
resisted and the panic ensue concurrently. All I have to do under the 
statutes of Kew York is to make application one day and the next day 
I can become a State bank. We are not obliged to be a national bank, 
although we prefer it. We will not continue under national charter 
and guarantee the liabilities of other banks. We are more experienced 
than to do that. 

Mr. Ellis. I wish you would follow the bill in detail as far as you 
like. 

Mr. St. John. I could follow it to criticise it. 

Mr. Ellis. I should like you to do it. 

The Chairman. Would the currency issued under that be safef 

Mr. St. John. There would not be any currency issued under it as 
it now stands, but there would be the greatest panic that this country 
has ever seen. 

The (Chairman. What would cause the panic if the banks did not 
issue currency! 

Mr. St. John. The fact that conservative banks would abandon 
their national charters rather than guarantee the liabilities of others, 
and such abandonment would throw upon an unresponsive market 
$200,000,000 worth of United States bonds, of which $21,000,000 are 2 
per cents, not now salable at par. This burdening of the bond mar- 
ket, under antagonism of the national banks, would make it impossi- 
ble for the Treasury to sell its next $50,000,000 of bonds to recoup its 
gold reserve, and chaos would reign supreme. A copy of the Secretary's 
bill has been handed me. Suppose I take it up by paragraphs. I shall 
not consume much time. 

Mr. Ellis. Consume all the time that is necessary. 

Mr. St. John. In the first place, under this proposed bill of the Sec- 
retary's a sum of " greenbacks" or Treasury notes of 1890 are to be 
impounded. This effects an immediate contraction of the cuiTency. 
To procure and deposit these notes you contract the currency existing. 
There is a period of time, involving from fifteen to forty days, before a 
national bank can get its notes from the Comptroller, under existing 
law, put them into shape, and get them into circulation. It is not always 
easy to float national-bank notes. We took out $800,000 of national- 
bank notes some three or four years ago and it took us nearly two 
months to get them out. They were nothing but chips — I do not mean 
poker chips, but chips of wood — until we could get them into circula- 
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tion. This element of temi)orary contraction is an element of danger 
in the Secretary's bill. 

Now we come to the provision that the notes are a first.lien upon all the 
assets of the association issuing the same. That might be open to this 
question: Whether they are a lien also on the stockholders' additional 
liability. That liability of shareholders is not an asset of the bank. 

The Secretary's third section provides: "That in lieu of all existing 
taxes" one-fourth of 1 per cent per annum is payable as a duty for each 
half year upon the average amount of the bank notes in circulation. 
That is to pay for the Government's interest in the matter. But there 
are two quarters to be i)aid under section 5, as a means of establishing 
a safety fund. That means one half of 1 per cent per annum. 

The Chairman.. Until the 5 per cent is reached. 

Mr. St. John. That means a period of ten years before the safety 
fond is established. What would happen to your banks during that 
ten years preceding the establishment of a safety fund ! In the mean- 
time there is no safety. That is logical, if it is not true; and I think it 
is true. 

There ia particularly no safety for the good banks that would be 
liable to demands upon them, during ten years, to pay failed banks' 
notes and take the chance of any assets of these failed banks to reim- 
burse them. At least the Osawatomie People's National Bank can 
not have this right to jeopardize the Mercantile National Bank of the 
city' of New York if we have to surrender our national charter. 

Each association hereafter orgunized and each asaociatiou applying for additional 
circulation shall pay its pro rata share into the said fund before receiving notes. 

I suppose that means that if 5 per cent has been contributed by 
banks already issuing, any new bank must contribute 5 per cent as a 
starter. That is another deterrent; but it ought to be required if the 
rest of the bill is enacted, of course. 

In February of 1881, when T had been only one month in the Mer- 
cantile National Bank, and without previous bank experience, there 
came out In the New York papers a mistaken notion that between 
January and July the national banks must replace all the bonds they 
possessed by the substitution of new 3 per cents. The President was 
induced to veto the bill by the panic occasioned by an $18,000,000 con- 
traction of the currency which ensued. There are only three concerns 
in New York City buying and selling Government bonds. They make 
the market, practically, and sometimes are quite arbitrary about it. 
There is sometimes a difference of 1 per cent between their buying .and 
selling prices for United States bonds, the best of securities in the 
world. Therefore it was thought by the national banks then that they 
had better sell promptly. Hence the contraction and the panic. If 
section 7 of the Secretary's bill is passed we would have to find a mar- 
ket for $200,000,000 United States bonds between the date of its 
passage and July next. We would prefer to sell ours forthwith. 

The national-bank note is guaranteed by the United States, for the 
reason that the national bank, as a creature of the United States, is an 
arm of the Government, The national banks, with their note issue, 
were created as a means of providing a ready market for United States 
bonds by a method yielding acceptable substitutes in moderate amount 
for money, and for no other reason. That means of providing such 
market ought to be preserved by the United States. If the United 
States desired the Mercantile National Bank of New York to take 
$900,000 of their 3 per cent bonds at par to day, or their 6 per cent 
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bouds Oil a 3 per cent basis, and did not exact gold for it, but would 
let us pay for tne bonds with our notes which the Comptroller would 
issue on them, we would do so promptly. We did not buy any of 
the first or second $50,y00,000 of United States bonds lately issued, 
because I did not believe any existing law provided for the issue. I 
think necessity rather exceeded the law, as it usually does, and 1 find 
no fault. There was nothing else to do under the circumstances. The 
circumstances could have been prohibited, however. We made a direct 
<5ontribution of $500,000 of gold coin to the Treasury reserve '^in 
exchange for any lawful money ; " but the newspapers were not told of it. 

The underlying proposal pertaining to all these bills, the Secretary's 
indirectly and all under the recommendations of Mr. Horace White 
and associates, whom you have heard, is the retirement of the green- 
backs and Treasury notes; and Mr. White wants the silver dollars 
and certificates retired also. The proposal amounts to a demand that 
the United States abandon a profit to the people at large and confer 
a profit on the banks instead. 

Mr. Cobb, of Alabama. Will you please explain how it is, if this bill 
becomes a law, that the United States would guarantee a profit to the 
national banks? 

Mr. St. John. I do not say that. I have said that the Secretary's 
bill would fall flat, and if section 7 is enacted will create a panic. I 
say the underlying demand of the gentlemen who have been here to 
testify in behalf of any of these bills is that the greenbacks shall be 
retired. That is basal in their demands. Profit to the issuing banks 
is the first requisite of any creation of bank notes. 

Mr. OoBB, of Alabama. Are you opposed to the retirement of green- 
backs? If so, state why; and if you are not, state why not. 

Mr. St. John. I am opposed to asking any sacrifice of the people at 
large in order to provide profit to banks. I donotdareask any such thing. 
I never did and I never will. I would not so sacrifice the popularity 
that the national banks of the United States have legitimately earned. 
The great popularity to which they are entitled is being sacrificed by 
well-meaning doctrinaires, outsiders, who know little about banking. 
Think of it, the United States issues $100,000,000 of bonds, on which 
interest is to be paid for ten years at 6 per cent per annum. At the 
same time it is proposed that $346,000,000 greenbacks, a debt which 
does not bear interest, and therefore is saving (at 6 per centner annum) 
$17,300,000 a year to the people at large, shall be retired. More inter- 
est-bearing debt to issue to retire them. And as a feature of the pro- 
posal is that bank notes, yielding profit to banks as the first essential 
of their existence, shall supersede them! It is preposterous! 

Mr. JoHNSQN, of Indiana. What is your opinion of section 10 of the 
Carlisle bill ? 

Mr. St. John. My opinion of that isjustwhat I said when I came here, 
that it is absolutely impossible for the banks of the United States to 
redeem a liberal issue of bank notes in gold. The possibility does not 
exist. 

The Chairman. Section 10 is in regard to State banks. 

Mr. Johnson, of Indiana. Section 10 is the one which provides for 
the issue by State banks, under certain conditions therein imposed. 

The Chairman. Take our printed copy of the bill. That is the only 
bill to which we refer. 

Mr. St. John. Section 10 provides, I see, that the use of circulat- 
ing notes issued by a banking corporation duly organized under the 
laws of any State, and which transacts no other than a banking busi- 
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iiess, shall be exempt from taxation under the laws of the llDited States 
under certain conditions. That section is the !State-bank feature. 
What I would have to say about that is two things: First of all, the 
Secretary introduces a bill based on his timidity as to a sufficient gold 
reserve, ile says that he is asked to pay gold for greenbacks and 
Treasury notes, aud he wants to put that burden upon the banks. He 
proposes to allow a State bank to issue notes if the State bank will 
drst lodge with some State officer a certain number of dollars' worth of 
greenbacks or Treasury notes. He does not provide that the State 
officer must hold these greenbacks or Treasury notes subject to demand, 
and is without any right in the Constitution of the United States to 
compel such State officer to do so. He is simply furnishing a means of 
issuing State-bank notes and leaving those greenbacks or Treasury 
notes in circulation also. He is iiot reducing by a dollar the demand 
on the Trciisury for greenback and Treasury-note redemptions. 

Mr. Johnson, of Indiana. Yon said there were two reasons; you 
have given one. 

Mr. St. John. I meant to couple that with the fact that I think that 
the iiational-bauk-note system ought to be preserved, so far as it is to 
the public interest to preserve it, and so far as it is to the public 
interest to create or preserve any banks of issue. The national-bank- 
note system of note issue ought to be preserved as the means of assur- 
ing market for United States bonds when the Government needs to 
issue interest-bearing bonds. 

Mr. Johnson, of Indiana. You contemplate, of course, the continued 
use of paper money f 

Mr. St. John. I propose to create coin certificates of the United 
States secured by a reserve of 100 per cent in coin and standard bars 
in lieu of the Treasury notes of 1890 and other paper, excepting the 
greenbacks and excepting national-bank notes, as now issued, also. The 
greeuba<5k is a note that did not promise anything but money; it did 
not say what money, and it did not promise coin until by act of 1874, 
which said it should be paid in coin. That act says gold or silver, 
explicitly. 

Mr. Johnson, of Indiana. What is your opinion as to the relative 
merits of a system of paper money under direct Federal control, as 
compared with a system of paper money under the control of the vari- 
ous States? 

Mr. St. John. With no Federal control attempted! 

Mr. Johnson, of Indiana. Yes. 

Mr. St. John. Well, we have had a history in this country that was 
exceedinly expensive; very costly. Uncertainty caused a difference in 
exchange between cities, which varied from a tenth of 1 per cent to 3 
per cent quite commonly, and sometimes exceeded 5 per cent. That 
difference in exchange was the price of that system to the producing 
sections, whose products were exchanged by means of State-bank notes 
for products hailing from the money centers. 

Mr. Johnson, of Indiana. Do you believe that conditions have so 
changed in the interval that there is now no danger of the evils from 
which we then suffered under the old State-bank system? 

Mr. St. John. Has anybody furnished any fact to verify that state- 
ment? I do not admit it. 

Mr. Johnson, of Indiana. I want to develop your views. 

Mr. St. John. I am willing to be converted by facts, but I have not 
seen any facts to warrant even a suspicion of such a change. 

Mr. Johnson, of Indiana. If we are to have a system of circulating 
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notes issued by banks^ which system do you think is preferable sind 
would best subserve public interest — a system under exclusive Federal 
control, or a system partially under Federal control and partially under 
the control of the ^tates? 

Mr. St. Jqhn. I do not believe it would be possible to maintain a sys- 
tem under two controls under the Constitution of the United States as 
I read it. 

Mr. Johnson, of Indiana. But let ns assume the constitutionality. 

Mr. St. John. I can not assume it, because I do not believe it is 
possible. I tliink the Constitution would interfere. I think that is 
an absurdity, and I do not think you want to ask me to assume an 
absurdity. 

Mr. Johnson, of Indiana. But as there might be a difference of 
opinion on the legal aspect of the question, assume that it is possible 
from a legal standpoint; iis a practical business man what would you 
say as to the desirability! 

Mr. St. John. 1 have had no experience to justify any opinion 
whatever, and I do not think anybody else has. I do not respect 
opinions that are based on imagination only. I will not ask you to 
do so. 

Mr. Johnson, o\ Indiana. Are the functions of a bank, so far as it« 
discounts and deposits are concerned, so entirely separable from its 
functions as a bank of issue of circnlatinjs^ notes that, in your opinion, 
as a practical business man, and leaving oat of view the constitutional 
aspect of the question, that the discount and deposit functions could 
be subjected to one jurisdiction and the note-issuiug functions to 
another jurisdiction ? 

Mr. St. John. There is nothing but imagination that could answer 
that question. I do not know. I have no suspicion that such a dis- 
junctive conjunction could survive the first strain upon the money 
market. 

Mr. Johnson, of Indiana. The witness who was on the stand just 
before you came was asked by the gentleman from Kentucky (Mr. Ellis) 
to explain why it was that no money could be borrowed on short time 
by the merchant in New York on personal security at a low rate of 
interest, whereas a merchant in a city like Louisville, Ky., who was 
unquestionably solvent, could not obtain money from the banks there on 
the same time at so low a rate of interest. Can you give us a solution of 
that problem ? 

Mr. St. John. I can mention one of the causes. 

Mr. Johnson, of Indiana. What is your explanation! Does that 
condition exist f 

Mr. St. John. It does. 

Mr. Johnson, of Indiana. Why! 

Mr. St. John. I will give you one reason. There are many, doubt- 
less, but one is this: The statutes of the United States establish a 
requirement of reserves of money in national banks. In the country 
banks — banks out of the main cities — it is 15 per cent of their deposits ; 
in the larger cities it is 25 per cent of their deposits. Banks of those 
cities of the 25 per cent class which are not designated "reserve cities'' 
and banks of the cities that are in the 15 per cent class are allowed by 
law to carry a i>ortion of what is called their "cash reserve" on cash 
deposit in the city of New York. Thus, in law, a deposit in New York 
subject to check is a portion of the cash reserve required of the Ossa- 
watomie National Bank. The money is in the city of New York and is 
employed in New York. The banks in New York, competing with each 
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Other, invite such deposits, sometimes at a small rate of interest. The 
result is an accumulation of money in the banks of New York. One of 
the effects is a competition to employ it safely. There are too many 
lenders at times and low rates. Great demoralization in the money 
market in New York ensues. The effect has been evident in the condi- 
tion for a year past until the last bond issue reduced funds, the prime 
borrower being able to get money on his own terms. 

Mr. Johnson, of Indiana. There are accumulations of money in 
New York? 

Mr. St. John. There are, frequently. 

Mr. Johnson, of Indiana. That is your answer boiled down! 

Mr. St. John. Yes, with this addition: The peril of these accumu- 
lations is what your section appreciates in your disadvantage in rates, 
which you ask me to explain. New York banks lend the money on an 
average calculation of demands upon them. If they lend too much of 
the money intrusted to them they are in danger. Hence, when their 
habit of thought is acjcustoraed to the accumulation they dread the 
first evidence of it-s diminishing. To forestall this dread they lend to 
New York merchants of certainty to pay and whose paper will sell 
everywhere, in preferen<*.e to lending to Louisville, when just as certain 
of payment, but not certain that Louisville paper will sell if money is 
drawn and must be provided. 

Mr. Johnson, of Indiana. Is that in your opinion sufficient to explain 
this discrepancy in the rates of interest between Louisville and New 
York? ' 

Mr. St. John. Here is another thing: The Mercantile National 
Bank of New York has to-day some $10,000,000 to $11,000,000 of other 
people's money on deposit, and some $5,000,000 of idle money in our 
vaults, part of which latter ought to be earning interest. But the 
times are uncertain ; there is a threatened alarm on the gold shipment 
question, and there are other disturbing elements in prospect, so that 
we do not dare lend as closely as we would like. Under present con- 
ditions I would rather buy a prime New York merchant's note for 
$100,000 at a discount of 3 i)er cent i)er annum than Louisville paper 
at 6 per cent per annum, four months to run. 

Mr. Johnson, of Indiana. If you will be kind enough to make your 
answers a little more concise it will perhaps better serve our purpose. 

Mr. St. John. If that is not pertinent it may be stricken out. It 
is pertinent to remind ourselves that as communities grow in wealth 
they keep more and more of their money at home. Every govern- 
ment's bonds that sell at par and over are practically all at home. 

Mr. Johnson, of Indiana. You feel certain that the reason why 
you could loan money at a low rate of interest is because of the superior 
character of the paper? 

Mr. St. John. In times like these there is no security except in the 
most strictly prime paper known to be such, and available to sell as 
such. 

Mr. Johnson, of Indiana. I am assuming that the primest security 
is offered in Louisville. 

Mr. St. John. I know banks in Louisville that are prime, and I know 
one that can get $200,000 from me whenever it wants it. They can get 
money from me at 4 per cent and lend it at G. 

Mr. Johnson, of Indiana. Do you think it is the selfishness of the 
banks that causes this dift'erence in the rate of interest? 

Mr. St. John. No, sir; it is due to timidity, in view of the general 
lack of prosperity in the producing sections, or belief that producers 
are suffering generally. ^.g,.^^, .^ (^OOglC 
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Mr. Johnson, of Indiana. Does not that timidity obtain in ^ew York 
as well as in Louisville t 

Mr. St. John. It does indeed. 

Mr. Johnson, of Indiana. Then how would that effect the difference 
in interest complained off 

Mr. 3t. John. It is not quite the same in New York. In New York 
we have a very large clientage of men who are worth a million dollars 
or more each and known to be. That condition does not obtain in the 
smaller cities. I can take paper of Louisville merchants with entire 
confidence, because I know them. But I can not be certain of getting 
cash for it if my depositors draw on me heavily. 

Mr. Johnson, of Indiana. Are there n(»t men of unquestioned finan- 
cial standing in Louisville as well as in New York ! How could that 
create the difterei i ce ? 

Mr. St. John. I answered before that there are accumulations in New 
York such as are not in Louisville, those accumulations being partly 
the result of statute law. I explained our competition in New Y^ork as 
lenders, and our requii ed caution as to amount to lend. 

Mr. Johnson, of Indiana. But I understood that there were other 
reasons, and it is with respect to the additional reasons that I was 
inquiring. Something has also been said in the course of the exami- 
nations we have had here about the scarcity of money in the agri- 
cultural sections of the country at what is known as the crop-moving 
time, and about the high rate of interest clmrged for money with 
which to move the crops, ('an you explain the reason for the scarcity 
of the money and why it is that it costs the people living in those sec- 
tions so much to get itf Describe the i)rocess whereby money is made 
high to them in order to move their crops. 

Mr. St. John. Primarily and underlying the whole thing is the fact 
that the aggregate sum of money in the United States is not sufficient. 
If there were a general business revival in the United States we would 
have a painfully stringent money market within ninety days. That is 
one answer to the question. 

Mr. Johnson, of Indiana. Is it not a fact that at the very time that 
these people in the agricultural sections are complaining about the 
scarcity of money there are large quantities of money lying idle and con- 
gested in the money centers! 

Mr. St. John. Undoubtedly so, as I thought I had explained. 

Mr. Johnson, of Indiana. Then would you say that the reason why 
this complaint exists is that there is not sufficient money for the pap- 
pose of moving the crops t 

Mr. St. John. I would, undoubtedly. When I find an accumulation 
in every bank of Europe greater this year than for years past, I know 
there is a reason for it. The increase of the aggregate money of the 
world is stopped, except as one can provide 4.03 pounds of gold when 
he wants to add a thousand dollars to it. Distrust is the concomitant 
and distress the achievement. 

Mr. Johnson, of Indiana. Is the reason why money can not be had 
in agricultural districts in sufficient quantities to enable the crops to be 
moved, because of the fear among lenders that there is no security for 
the money? 

Mr. St. John. It is one and a sufficient reason for bank caution. 
The people who are making these complaints, and justly too, I think, 
are not prosperous. They are mortgaged to death to their factors and 
stores and country merchants. What they mortgage their homes and 
orops for is dollars. If their product will not yield dollars they can 
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not pay their debts. Cheap overcoats do uot coucern the planter and 
farmer unless dollars are the outcome of their crops. 

I have said that the aggregate of all our money is our measure of all 
values. It follows that the aggregate of money must increase with the 
aggregate of the commodity considered if the price of that commodity 
is to remain unchanged. Large volume of wheat, low price for it; 
large volume of dollars, low value of dollars. I don't mean interest 
value of dollars. I mean relative value of wheat and dollars. High 
prii-es for flour and high rates of interest are found together. We see 
this conjunction in mining districts. To be brief, it is the fact that the 
world's growing abundance of the necessaries and luxuries is surpass- 
iwf^ the world's sufficiency of money. Tbe prime sufferer is the pro- 
ducer of the abundance, lieflectively and painfully all elements suffer 
on account of him. 

When crops move from the producing sections they move East and 
iSorth and out of the country. The Western or Southern draft follows 
the merchandise to New \ork, is cashed in New York, and the money 
for which the merchandise sells is there. Now, to get the actual money 
to the West or South it has to be shipped there. That process of 
shipping is expensive in two .ways. First, the express charges. Second, 
the alarm it nearly always causes the money-center banks who are 
a-sked to ship it raises their rates of interest. 

Mr. Johnson, of Indiana. That is what I am trying to get at. The 
items that go to form the dearness of currency at the time it reaches 
the crop moving section is due to what, do you say! 

Mr. St. John. It is because it has to be shipped from the money cen- 
ters to the crop-producing localities. That is a process demanding 
money. The insufficiency of our aggregate of money in the United 
States appears at such times glaringly to the uni)rejndiced. When 
crops move from the producer he wants actual money. Checks, drafts, 
and like credit substitutes for money do n^t content him. Money is 
tbe measure of his sales. 

Mr. Johnson, of Indiana. Let us stick to the question. You have 
stated one reason why money is so scarce and high, and that is because 
of the cost of transportation. Y(m stated that there was another 
reason. What is that! 

Mr. St. John. I thought I said that the cost of transportation was 
one element. I meant to say that the timidity element mentioned is 
the chief cause. 

Mr. Johnson, of Indiana. The feeling that the security offered for the 
money will not be sufficient if the people are not sufficiently prosperous! 

Mr. St. John. Only partly that. More importantly, the money cen- 
ter banks are timid at once upon every large drain upon their cash 
resouiees. 

Mr. Johnson, of Indiana. Are they afraid to realize on idle money 
with which the money centers are loaded! 

Mr. St. John. 1 would rather say cautious. If cash reserves run 
down, we become a little* more conservative of what remains. 

Mr. Johnson, of Indiana. Can you think of any other reason? 

Mr. St. John. I do not think of any other reason. I am sorry to be 
so verbose in these. I was not expecting these inquiries. 

Mr. Haugen, Would not that timidity that you refer to, and the 
demand for monev, exist in New York a^s well as elsewhere! 

Mr. St. John. It always does. If checks are drawn upon a bank 
the money must be there to meet them, or must be raised instanter. 

Mr. Uaugen. What rate of interest did you charge during the 
panic a year ago! Digitized by GoOglC 
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Mr. St. John. The Mercantile National Bank of New York ever 
exacts more than 6 per cent from its dealers, under the x>resent adminis- 
tration of thirteen years. There was one instance daring that panic of 
1893 in which we did exact 8 per cent, I think. We had been badly 
abased, and might have exacted 20 per cent. 

Mr. Haugen. What was the current rate about? 

Mr. St. John. There was no current rate. Lenders got anything^ 
they chose to exact. 

Mr. Haugen. It was much higher than it is now! 

Mr. St. John. Yes; brokers paid on jmrne security three- fourths per 
cent per day and 6 per cent per annum; 276 per cent per annum for 
some days. 

Mr. Johnson, of Indiana. Can you give us, in a succinct form, your 
explanation as to how there can be a remedy for the high price and 
scarcity of money in the agricultural districts in crop-moving times! 

Mr. St. John. If there were a larger aggregate of money in the 
United States it could circulate over our vast territory without occa- 
sioning alarm. If I knew that the world believed that Louisville is 
absolutely prosperous, I would like to lend much of my money in Louis- 
ville. I would do so with the same certainty that I have mentioned as 
pertaining to New York. I merely take Louisville as the illustration, 
because you mention it. 

Mr. Johnson, of Indiana. Take any other prosperous Westeni city 
where rates are higher on good security than witli you. 

Mr. St. John. 1 regard Louisville as one of the most prosperous 
cities of the West and South. I did not mean to reflect on Louisville. 
But there is no generaJ prosperity in the United States to-day. That is 
what I meant to say. 

Mr. Johnson, of Indiana. The rates of interest throughout New Eng- 
land have been a good deal less than in other sections of the country, 
have they not! 

Mr. St. John. Y"es. 

Mr. Cobb, of Alabama. Ls it not a foct that it is because of this vast 
accumulation of money in New York, and a number of other cities, that 
the country is not generally prosperous! 

Mr. St. John. These accumulations are not the cause; they are one 
evidence of the lack of prosperity. 

Mr. Cobb, of Alabama. Have you any opinion as to what causes this 
want of general prosperity, whether it is from natural conditions, or 
from the result of operations of law, or what is your idea? 

Mr. St. John. My opinion is that the aggregate sum of money in the 
United States is insuftident to establish confidence in its ability to meet 
the denmnds upon it under ordinary prosperity. 

Mr. Cobb, of Alabama. What remedy can you suggest? 

Mr. St. John. Knlaiglng the priniary money of the Ignited States. 

Mr. Cobb, of Alabama. IIqw? 

Mr. St. John. Abandon experiment and go back to eighty years of 
our own experience and the world's exi)erience in money. 

Mr. Cobb, of Alabama. In your opinion, would that give us a more 
general dissemination of the vohime of money in the country! 

Mr. St. John. It would decidedly. May 1 read my answer to that 
inquiry on anotlier occasion ? I assume that I may. 

At this present niouiexita dollnr, as tho. means of acciuisition and measure of valae, 

is more etticiont than in any otlier period of rcfeut ye:ir8. ])rice8 of staple comniodi> 

ties being ruinously low. And yet at this sametinu* money seekiny; waives, entitled 

interest, seeks employment vainly, or at rates that barely pay. Under these condi- 

- tions lixed capital suffers in the failure of investments, the banker snffers as a 
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lender, the merchant in the restricted distribntion of commoditieB, the manufacturer 
and other producer in the current low prices, and labor in want of employment 
starves. In the mutual relations between these elements of the people; accumulated 
wealth loses in the reduction of its income, but regains a portion in the increased 
efficiency of the remainder as related to the commodities which he consumes. No 
other one of these elements, as such other, has profited at all. Labor has lost everjf- 
thing in losing its employment. The enduring fact, therefore^ if these functious in 
money were the only ones to be be preserved, would be ** the rich made richer at the 
expense of the poor made poorer,'' as one achievement of statute law. 

Mr. Johnson, of Ohio. Do you consider that the enactment of Sec- 
retary Carlisle's plan into law will produce a great panic? 

Mr. St. John. It will, if the seventh requiremeut is included, that 
banks must, in order to stay under national charter, not only guarantee 
each other's notes, but sell their $200,000,000 of bonds before July, 1895. 
It can not help creating panic. 

Mr. Johnson, of Ohio. The forcing of United States bonds on the 
market is one element? 

Mr. St. John. That is the primal cause; and then if the Government 
has to issue more bonds to recoup its gold reserve the timidity aroused 
in Wall street as to prices for Government bonds would manifest itself 
in the lack of any market for them, and prove perilous. 

Mr. Johnson, of Ohio. You do not believe in bank currency as a sub- 
stitute for greenbacks and national currency? 

Mr. St. John. What do you mean by "national currency?" 

Mr. Johnson, of Ohio. There are two or three forms. There is the 
Treasury note, which is really a legal tender, and there are the silver 
certificates and gold certificates. Those are national currencey, and 
they are proposing now to substitute the national-bank note for that. 
Do you believe in that plan? 

3Lr. St. John. I believe that if additional national-bank notes, or 
any other bank notes, were issued in liberal amount while our primary 
money is chaotic we would go to pieces for a time. 

Mr. Johnson, of Ohio. Are you opposed on principle to this change 
that so many bankers have favored, of the Government going out of 
the note issuing business and the banks going into it? 

Mr. St. John. I am opposed to the substitution. 

Mr. Johnson, of Ohio. You are not as wise as some who are in 
favor of redeeming and destroying greenbacks. You do not object to 
that as they do? 

Mr. St. John. The only timidity I have with reference to the green- 
back — and I have that timidity, I am bound to confess — is that it is so 
gooil a money, so nearly i)erfect money, and yet not money, that you 
gentlemen will provide more and more to excess of it. The green- 
back is perilously good money, as suggesting more and more of it until 
collapse. 

Mr. Johnson, of Ohio. Your practical suggestion is not to take in 
the notes by the Government? 

Mr. St. John. I would not disturb the greenbacks, 

Mr. Johnson, of Ohio. You propose in your plan, if I understand it, 
a dollar- for- dollar reserve in coin against these coin certificates. How 
much do you propose in order to provide for times of stringency? 
.Mr. St. John. Forty per cent. 

Mr. Johnson, of Ohio. An increase on the amount of what you have 
of 6C| per cent. 

Mr. St. John. Forty per cent in reserve. 

Mr. Johnson, of Ohio. I beg pardon. You are wrong in the calcu- 
lation. 

Mr. St. John. I see what you mean. Your statement is correct 
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mathematically, but I do not believe it would be intelligible after my 
other statement. 

Mr. Johnson, of Ohio. That is, in extraordinary times you propose 
that the coin certificates out shall not be increased beyond the point of 
40 per cent, which amounts to an increase of 66§ per centf 

Mr. St. John. I meanthatuntil bimetallism is the actual achievement 
of my bill, if it be enacted, that the usual reserve against the coin cer- 
tificates shall be 100 per cent. But emergency issues may be made 
against deposits of United States bonds, but only reducing the reserve 
to 60 per cent at lowest. 

Mr. Johnson, of Ohio. Does that afford an elastic currency f 

Mr. St. John. It is the only really elastic currency that has been 
mentioned to your committee. 

Mr. Johnson, of Ohio. I am inclined to agree with you. 

Mr. St. John. There has been no elastic currency nieiitiqned before 
in the course of these hearings, so far as 1 have reiul. This would be 
an elastic currency, and 1 have given you the reasons for it. 

Mr. Johnson, of Ohio. You propose to convert the various Govern- 
ment bonds indirectly from bonds into currency f 

Mr. St. John. Stopping the interest that the (jovernnient has to pay 
for the time tlve owners or borrowers use the money which the Treasury 
thus provides, and for no longer. 

Mr. Johnson, of Ohio. It is really an interconvertible plan ! 

Mr. St. John. It is a temporarily convertible bond of the United 
States. 

Mr. Johnson, of Ohio. It will contract! 

Mr. St. John. The coin certificates will contract in amount as soon 
as the unusual denuind for money ceases. 

Mr. Black. Did I understand you to say this morning that, under 
existing circumstances, you would favor a bond issue! 

Mr. St. John. What 1 said was this: That the business community 
of the United States to-day is in grave peril; that neressity knows no 
law but the law of self-preservation. I say that the United States 
to day must redeem its notes in gold, even in defiance of law if neces- 
sary, for the sake of your prosperity and mine. But I say also that 
this ought not to be so. 

Mr. Black. As I understand, the mistake of the Government has 
been made, but your idea is that we can not adopt any other plan ? 

Mr. St. John. The (rovernment can not a<lopt any other course until 
it is strong enough in gold and silver both to nmke alarm ridiculous.- 
A giant can do things that a child can not do. The United States was 
able to redeem greenbacks and Treasury notes in silver and laugh at 
such consecpiences as could have ensued. It is not able to do so to <lay. 

Mr. Black. That is what I understand. Then, under existing con- 
ditions, you would favor an issue of bonds! 

Mr. St. John. I hope, but my judgment is ag linsf the hope, that 
we need not issue bonds. But until you furnish a statute whjch will 
enable the United States to create money in a way to stifle panic, I say 
yes, issue bonds to maintain a gold reserve, although I say we are at 
fault officially for this need. 

Mr Cox. In regard to the plan suggested by the Secretary, you seem 
to have a very serious objection to the requirement that the banks shall 
guarantee the notes of each other. It seems that that is based, to a 
certain extent, upon the idea that liability would be unknown. Suppose 
the law were so amended as to provide that the banks should pay up 
to the extent of 5 \mr cent of their circulation, and that they should 
then be released; would not that relieve the difficulty! 
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Mr. St. John. Tbat would take away the negotiability of the note. 
People would be afraid of the notes. 

Mr. Cox. I do not think you have my idea. 

Mr. St. John. Then I miaunderatood you. The people to whom you 
offer a note would say: "Is that a note of the Chemical Bank? If it 
is, all right. If it is a note of the Oaawotomie Bank, I don't want it.'^ 

Mr. Cox. The guarantee fund is raised to 5 per cent. 

Mr. St. John. But it is to take ten years to raise it. What may 
happen meanwhile t Suppose it is exhausted in the first panic. It 
would take a second ten years to restore this 5 per cent "safety fund.'' 

Mr. Sperry. The country is now on a gold basis, I take itf 

Mr. St. John. The country is decidedly on a gold basis. 

Mr. Sperry. If I understood you correctly this morning, you said 
that the proposed scheme would put us immediately upon a silver 
basis, and that in about two years we should come back again to the 
gold basis. 

Mr. St. John. No, sir; I allowed the conclusion that we reuch a 
silver basis at once. If we did, then I said we would achieve a 
bimetallic basis within two years, when both our dollars, gold and 
silver, would be at par. 

Mr. Sperry. Then what basis would we be onf 

Mr. St. John. A bimetallic basis, with the option to every debtor to 
pay in either coin, (me coin being as good as another in the United 
States, and practiciilly everywhere else in the world. 

Mr. Sperry. In case we should go on a silver basis, under your pro- 
posed scheme, what effect would that have on the prices of labor and 
commodities! 

Mr. St. John. It would enhance them materially, but not at once. 
The theory that we would jump into soine region of excessively high 
prices is ridiculous. It is not historical. Everything that is readily 
negotiable would advance i>romptly. It would take real estate in New 
York City two years to begin to show the advanci^ notably. Govern- 
ment bonds would not advance for the reason that they are already 
high-priced for the income they yield. But securities in general, rail- 
road securities, would advance, because railroads would promise to be 
prosperous. There would not be any large immediate rise in normal 
prices of commodities for the reason that there is no great amount of 
silver bullion available to the United vStates to convert into money. I 
said this morning that about $5,000,000 is a liberal estimate for supplies 
on hand in distributing markets, and as soon as present owners saw 
that our mint would fix the price at $1.29 ]>er ounce, they would not 
sell at less. India's supplies would go at 81.2t) i>er ounce, as they now 
go at 02 cents an ounce. 

Mr. Sperry. Then the immediate effect of reaching a silver basis 
would reduce the prices of commodities? 

Mr. St. John. I said just the reverse. I said the immediate effect 
would be to raise the prices of everything, but that the rise would not 
be so rapid as some people imagine. 

Mr. Spbbry. Would there be any immediate eftect? 

Mr. St. John. There would be, decidedly. 

Mr. Sperry. Then either I do not understand you or you do not 
■ understand me. What would be the immediate effect? 

Mr. St. John. If the i^ecretary be the bold man I think him to be, 
and determine to carry out the law in spirit as in letter proposed, he 
would say, " Gentlemen of the United States, if anybody wants any 
part of $200,000,000 at 4 per cent or 5 per cent per annum, let him 
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lodge United States bonds therefor and he can have it.^ Otherwise, 
the immediate effect would be a panic. This provision of my bill 
would stifle any panic that threatened to arise. 

Mr. Spebry. Suppose we leave the bravery of the Secretary of the 
Treasury out of the account, and I will put it in this way: Under your 
proi)osed scheme we should go upon a silver basis f 

Mr. St. John. I say I would not dispute that; I would admit it by- 
way of argument. Practically L think that is not true. The demand 
for money, and no silver immediately available for money, would attract 
gold into use, at interest, just as soon as all alarm was seen to be 
ridiculous. 

Mr. Speeby. What would be the immediate effect upon prices of 
labor f 

Mr. St. John. The immediate effect, so far as felt at all, would be to 
raise the prices of everything, including labor. 

Mr. Spebby. Immediately! 

Mr. St. John. That would be the immediate tendency. " Immediate ^ 
is a vague term. 

Mr. Spebby. There would be no effect downward! 

Mr. St. John. No, sir. 

Mr. Spebby. Would there be a panic! 

Mr. St. John. No, sir; panic would be stifled, as I propose. 

Mr. Spebby. I am asking for the immediate effect, not the final 
effect. I had thought that if we go on the silver basis the effect might 
be a panic. 

Mr. St. John. If the means were not at hand to nllay it there would 
be a panic. No business man gets panicky if he can see the means to 
allay it right at hand certain to be used. 

Mr. Spebby. I am speaking of the condition of affairs, which I under- 
stand would result from your bill, if we should go immediately upon a 
silver basis. In that case would not4;he immediate effect be a panic! 

Mr. St. John. No, sir; the sight of the means at immediate com- 
mand to allay panic would prevent a panic. 

Mr. Spebby. There would not be a panic if there was not any panic. 
I understand that. 

Mr. St. John. I mean to answer you with entire frankness, and I do 
not mean to be captious. As I understand it, a panic could arise only 
from a shrinkage, or fear of shrinkage, in the volume of money. Now, I 
propose to meet that with $200,000,000 of coin certificates of the United 
States of America — as good a certificate for money as can be made. 

Mr. Spebby. In other words, $600,000,000 of gold would go out! 

Mr. St. John. I did not say that; I do not admit it. My bank has 
$1,400,000 of gold on hand as ]»art of its reserve. Not a dollar of it would 
be disturbed. It would all lie there as now, in reserve against our 
$10,000,000 or $11,000,000 of deposits. 

Mr. Spebby. Would you cash checks with that gold! 

Mr. St. John. We would not. We do not do so now except as a favor. 

Mr. Spebby. It does not circulate! 

Mr. St. John. No. 

Mr Spebry. You prefer it as a reserve! 

Mr. St. John. I do, decidedly, under the statutes as they exist. For 
large transactions gold is preferable to sixteeu'times its weight in silver, 
and doubtless always will be. 

Mr. Spebby. Then there would be no immediate panic! 

Mr. St. John. None whatever, if the provision proposed is included 
in the act. Men are not children. We are not doing business on that 
basis in New York or elsewhere. , ^^^i^ 
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Mr. Spbrry. What are the means you speak of, tbat you thiuk would 
allay what is generally considered to be an immediate effect growing 
out of a gold basis* 

^fr. St. John. 1 think it anybody has the United States bonds, or 
if he can hire them, as has frequently been done, he could lodge them 
in any subtreasury or in the Treasury, and obtain any part of the 
$200,000,000 coin-certificates. These coin-certificates are to be a limited 
legal tender; as such, unless contracted against,^ they are money.. 
There will lie no objections to them if the money market is stringent. 
Clearing-house certificates are good enough for money in drea^ of 
panics; the United States certificate is their superior. 

Mr. Spebry. • Those coin certificates would be redeemable, how! 

Mr. St. John. In coin, at the Treasury's option as to whether gold 
or silver coin. 

Mr. Spebby. And if the condition of the Treasury were such as to 
force the Treasury to redeem those coin certificates in silver, then 
what! 

Mr. St. John. The Treasury would not be asked to redeem any, that 
is all. It would not now be asked tx) redeem greenbacks or Treasury 
notes, had the like option been availed of when it ought to have been. 

Mr. Sperry. Then should we not be on a silver basis! 

Mr. St. John. I said so; or on a paper basis, because the Treasury 
only owes a few million silver dollars at present. 

Mr. Sperry. Then the means you ])ropose to allay the panic would 
not come into operation, would they? 

Mr. St. John. I do not know wiiy not. 1 never a saw a silver dollar 
at a discount, and I have bought them at 3 per cent jiremium. I 
offered in large type in every New Yoi k daily paper, for two days, three- 
quarters of 1 per cent premium for silver dolhirs to be paid for in clear- 
ing-house (hecks at the height of the panic of I89«'$. 

Mr. Speuby. In your judgment, if we go immediately upon a silver 
basis and the Government bonds are brought in and transferied into 
coin certificates, possibly in silver, no panii; would result? 

Mr. St. John. Not if my proposition of relief is adopted in the 
shape dis(!ussed. 

Mr. Sperry. What would be its effect on foreign exchange! 

Mr. St. John. I told you what the first effect would be if we were on 
a silver biisis; it would depend entirely upon how much silver was 
offered at our mints. If a stringent demand for money appeared I 
would not be slirjnised to see dollars of the United States, ot whatever 
composed, worth a premium as nioney in New York, over exchange on 
anywhere, right oft*. If scarcity of money were caused by the fulfill- 
ment of your idea th:it we would be iinme<liately upon a silver basis, 
the demand upon gold for use as money would be superior to any prom- 
ise of a premium on the gold in hoarding. If scarcity of money did not 
ensue the i)oint of your inquiry is removed. 

Mr. Sperry. If "you now draw exchange on Loiulon it calls for gold, 
does it not ? 

Mr. St. John. It means gohl on the other side, or Bank of England 
notes. 

Mr. Sperry. Those are the equivalent of gold always. 

Mr. St. John. Not always, but means that now. 

Mr. Sperry. If at the present time you draw exchange from London 
on New York that means gold ! 

Mr. St. John. Nobody ever does that. 

Mr. Spebby. Are not remittances made if there is a balance in our 
favor f 
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Mr. St. John. That is the other way. There are no remittauces to 
us ill that shape, in sums worth mentioning. Dealings in money between 
Europe and the United States are by drafts always on London, or else- 
where over there. 

Mr. Speeby. If I wanted to remit to New Y'oi k, would I draw a 
draft! 

Mr. St. John. No, sir; actual money would be shipped, unless you 
made a deposit in London to the credit of your creditors. If exchange 
on London were at a discount in New York, they would ship gold this 
way; it is the only acceptable thing they have to shij). 

Mr. Spbrry. Are there times when exchange on Loudon is at a dis- 
count in New York? 

Mr. St.* John. Many times. As, for instance, while the ^'Sherman 
Act" repeal bill was pending, and the New York papers iuid told alarm- 
ingly of oui' exportations of $71,(M)0,0(K) between Febrnary and June, 
there came a day in June, 1893, when gold began to return. In the 
course of the four months ending with September, $.io,(KK),0(K) of gold 
returned from Europe to New York. Would yon believe that the New 
York papers forgot to direct public attention the fact? The "Sherman 
law" was not repealed until November 1. The reason that gold came 
back, the continuing "Sherman Act" to the contrary notwithstanding, 
was because exchange on London was at a discount in New York. 

Mr. Sperry. What would be the rate of exciiange between New 
York and London if we were on a silver basis f 

Mr. St. John. That would be a mere guess at present ; there is nothing 
to base an opinion upon. 

Mr. Spbrry. W'liat would it represent! 

Mr. St. John. It would represent the then present value of the money 
of the Tnited States; which I think will be as good money, and as 
attractive to other nations, as an example, as any money in the world. 
It will be the verj^ best if it restores our own and their prosj^erity. 

Mr. Speeby. That is the bullion value! 

Mr. St. John. No, sir. 

Mr. Sperry. Would it represent the bullion value of gold and silver 
money? 

Mr. St. John. It would represent what was then the reliative bullion 
values of our gold and silver coins. 

Mr. Sperry. At the present time a merchant buying $1,000 worth 
of goods in London pays $1,0(M> in New York, within a ijinge of 1 or 2 
percent for exchange, I take it! 

Mr. St. John. I think I understand you, and if 1 do, that is about 
correct. 

Mr. Sperry. Suppose we were on a silver basis and that a New 
York merchant buys $1,000 worth of goods in London; how much will 
his draft cost him! 

Mr. St. John. The price of the goods will be taken into account, and 
he will remit pay, such money as you may imagine. I will explain : The 
' silver dollar of the United States, if it were in London to-day, would sell 
there at a discount of about live-eighths of 1 x>er cent. That is par, less 
freight, insurance, and interest to New York. It would not sell at the 
value of the bullion composing it, as you are sometimes told here. If 
the mints of the United States were wide open to silver, as they are to 
gold, the market price of silver, for a time at leastr-and this will com- 
mend itself to anybody — would be the coining price of silver atour mint. 

Mr. Sperry. What does the Mexican dollar sell for in London? 

Mr. St. John. It sells for its bullion value without regard to the law 
of Mexico. Let me explain. ^^^^^^ byt^OOgle 
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Mr. Speery. Answer it now. 

Mr. St. John. I will answer it now. I object, first of all, to Mexico 
as a criterion for the United States. Mexico's population does not 
exceed the aggregate population of Pennsylvania and New York. 
Mexico's little internal-trade employment for her money may be 
imagined from the fact that her entire railroad system embraces about 
one-third the direct track mileage of the Erie Hallway, only one-sixth 
of the ditect and side track mileage of that single one of the railroad 
systems of the United States; and Mexico imports of commodities, 
which are her mere comforts, together with her luxuries, an aggregate 
of more than she has any tiling else, but her silver product pays for 
them. Therefore, as a seller of silver necessarily at any price obtain- 
able, her silver coin and bullion stand practically alike in the markets 
of the world. 

Mr. SpfeRRY. What is the relauve bullion value of the Mexican dol- 
lar and the American dollar f 

Mr. St. John. One is about 420 grains and the other about 412^, 
nine-tenths fine. 

Mr. Spekry. The bullion value*of the Mexican dollar is worth more 
than the bullion value of the American dollar! 

Mr. St. John. Yes; and our trade- dollar's bullion value was about 
the sanie as that of Mexico when we had trade dollars. When our 
trade dollars were deprived of their legal-tender function they sold like 
bullion, at a discount, while our ordinary 412.50-grain silver dollar was 
at par. 

Mr. Sperry. Have you stated the price of the Mexican dollar in 
London t 

Mr. St. John. It is whatever the price of silver bullion is, and a 
little more. They fetch anywhere from one-half of 1 per cent to 1 per 
cent more than bullion, because available for exportations to China as 
money. 

Mr. Sperry. It sells as bullion! 

Mr. St. John. At a moderate premium over bullion. 

Mr. Sperry. The American dollar does not sell as bullion? 

Mr. St. John. It would sell to day in London for 100 cents in gold, 
less about five-eighths of 1 per cent, the cost of transportation to New 
York. 

Mr. Sperry. Just on a par with the greenback! 

Mr. St. John. Or the gold dollar when exchange on London is at 
a premium as now. 

Mr. Sperry. These two kinds of dollars, Mexican and American, 
being of substantially the same bullion value, can you explain why it 
is that in London the Mexican sells for about 50 cents in gold and the 
American for about 100 cents in goldf' 

Mr. St. John. Because the aggregate of American dollars (gold, 
silver, and paper) is not greater than our aggregate employment for 
them all as money. Our gold, silver, and paper dollars, as long as they 
are equivalent legal tenders and as long as the aggregate of them does 
not exceed our use for them as money, will always be at par at home and 
abroad. Demand for dollars here relative to the supply of dollars here 
will comprehend the whole question. 

Mr. Sperry. Would it be true to say in answer to the question I put 
to you that the American doUar sells at par, so to speak, because the 
American Government maintains a parity between the two metals! 

Mr. St. John. Not a bit of it. The Government does not do it. 
Neither the Treasurer of the United States nor any assistant treasurer 
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would dare to-day to redeem 10,000,000 of silver dollars in gold. He 
would have a storm of popular indignation upon him over night. 

Mr. Hpebry. Then you think the Government does not maintain a 
parity ? 

Mr. St. John. I know that the Government does not maintain the 
parity between our silver dollars and our gold coin. The business 
demand for dollars, whatever composes dollars, maintains this parity in 
their use as money. The Government does not, and could not just now. 

Mr. Spbrry. The parity is maintained, is itf 

Mr. St. John. It is, in spite of the pitiable condition of our Treasury. 

Mr. Spbrry. Then I will pnt the question in tliat way: Do you think 
the American silver dollar sells at par in Ixmdon because tlie parity of 
the two metals is maintained in the United States? 

Mr. St. John. Yes, sir; that is it exactly. You mean the coins, of 
course. 

Mr. Spbrry. Of course I meant gold and silver coin. If we go on a 
silver basis, that ends tlie maintenance of the parity between the two 
metals? 

Mr. St. John. I did not admit it for a moment; and I do not believe 
it, though 1 assented to it, provided it suited you. I said, to begin 
with, that there is not $5,000,000 worth of silver bullion available at 
once to the United States, if our mints were reopened to silver. Can 
you imagine the United States unable to add $5,000,000 to its aggre- 
gate of money at i)arf Until the volume of silver brought to our 
mints becomes so great that we can not use the money into which we 
convert it, $1.29 per ounce pure will be the world's price for silver bul- 
lion everywhere. 

Mr. Spbrry. Then, in your judgment, if we should go upon the sil- 
ver basis, the parity being destroyed by whomsoever destroyed, a mer- 
chant in New York buying $1,000 worth of goods in London would 
merely remit $1,000 without regard to the difference in value between 
gold and silver coin t 

Mr. St. John. You surely would not attribute any such impression 
to an intelligent man. I did not say anything like that. 

Mr. Spbrry. 1 understood you to say so. 

Mr. St. John. No, sir. 

Mr. Spbrry. Then what would be the effect, the parity being broken 
do>vn or lost, if a New York merchant wants to settle a $1,000 account 
in London! How much will it cost him in American money! 

Mr. St. John. That would depend ui>on relative prices in New York 
and London, ascertained daily by cable, for wheat, cotton, pretroleum, 
and the like. The difference and a margin for safety would determine 
practically the rate of sterling exchange. 

Mr. Spbrry. He would speculate in the wheat market! 

Mr. St. John, He would decidedly not speculate. Such transac- 
tions proceed daily now. The buying here and selling over there are 
practically done at a single moment. The movement of commodities 
from the United States determines whether exchange on London is at 
par, or a premium, or a discount in New York. 

Mr. Spbrry. Suppose he did not want to go into the wheat market t 

Mr. St. John. He would not need to go into the wheat market. I 
told you the way in which the price of exchange is fixed. But if the 
movement of commodities left us debtors in the balancing of trade, then 
the rate of exchange on London would be fixed at once and for so long 
at the difference between London's price for the gold bullion and silver 
bullion in our dollars. 
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Mr. Spbbry. Suppose be did not want Iiis banker in London to spec- 
niate in the wheat market. Suppose he should go to his New York 
bajiker and ask for a London draft to pay $1,000 in London ; liow much 
would he have to pay his New York bank for the London draft after the 
parity is lost f • 

Mr. St. John. The difference in exchange would equal the difference 
in the parity, as just explained, under the conditions mentioned. 

Mr. Sperry. That is exactly what 1 am trying to get at. That 
would be the difference between the bullion value of gold an<l silver 
coinage of the United Staters, would itf 

Mr. St. John. At the time when the transaction is made, our mints 
being open without limit to both metals, our trade relations with 
Europe would answer your inquiry. I predicted this morning our rela- 
tions to become the creditor in trade with Europe. 

Mr. Sperry'. Then if the silver dollar were worth 50 cents, and we 
were on a silver basis so that all the New York checks would be cashed 
in silver, he would have to draw a draft for how much — $2,000! 

Mr. St. John. 1 could not suppose any such thing. That could not 
exist. The supposition is an impossibility in itself, when the United 
States stands ready to coin at 1.29 per ounce. 

Mr. Sperey. Now, you are assuming. 

Mr. St. John. But you must not put upon me an assumption that I 
regard ridiculous. 

Mr. Sperry'. But you are assuming that the United States comes 
in to establish the parity, are you not? 

Mr. St. John. I am not; not to establish the parity as you mean; 
but if the United States proposes to coin into our money without limit 
all the silver that is offered, a^nd if all that can be offered, for years at 
least, can not be more than we can use acceptably as money, your 
assumption is not reasonable. 

Mr. Sperry. Is it an answer to the question to assume that the 
United States comes to the assistance of the New York merchant and 
establishes a parity? 

Mr. St. John. That would seem, on its face, to be an offensive way 
of putting your inquiry. 

Mr. Sperry. I do not wish to be offensive, but if you can answer my 
question I will put it over again, and give you another opportunity. 
Whatever you say goes. The question is this: Assume that we have 
lost the parity. Under your answer I take it I had a right to assume 
that. New York checks are cashed in silver dollars, the bullion value 
of which is 50 cents of their face, in round numbers. A New York 
merchant wants to settle a $1,000 account in London which calls for 
gold. He goes to his New York banker and asks for a draft on Lon- 
don. How much will he have to pay for that draft in order to settle 
that account in London? 

Mr. St. John. Unless the chairman insists upon my answering that 
question " yes or no," which would be grossly unfair to me, I will restate 
all there is of a question in what you ask, and answer it. Whatever is 
the difference in price between 371.25 grains of silver bullion in New 
York and 23.22 grains of gold bullion in New York, that difference will 
be.the premium on exchange on London in New York, unquestionably. 

Mr, Sperry. That is exactly what I supposed. 

Mr, St. John. I will not assume for a moment that 50 cents will be 
the price of the silver bullion in our dollar anywhere, when our mint 
values it at a hundred cents. I would not sanction that statement for 
a moment, so long as India continues her vast demands upon the 
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world's supplies of silver, and there is the slightest ]>rosp€ct that it will 
cease. 

Mr. JSperry. What is the bullion vahie of a silver dollai- to-day? 

Mr. St. »1()HN. About forty-nine and odd centn. I have not seen the 
quotations for two or three days. But our own and every other mint 
in the world are practically closed against all silver excepting that of 
India. Indian princes are coining; and the Government is coiningrupees 
on Government account, and will continue to. 

Mr. Sperry. We have to deal in legislation with existing conditions. 

Mr. St. John. Oh, no; not at all. We create conditions by law. 
We govern sixty odd millions of people, occupying 3,000,000 square miles 
of as productive territory as the face of the globe could provide, 
under one dictation of enlightened law. 

The Chairman. Are there any other (|uestionsf 

Mr. St. John. I should like to i)Iace myself on record by saying two 
or three things, if it will not take up too much time. 

I object to the conclusions of the Comptroller of the Currency, in 
his report for the present year. On page 33 of that report, at the bot- 
tom of the page, he says: 

Under the existing laws, the Governmeut standing responsible for the redemption 
of the circuhiciou of failed national banks, np to January 1 last, had there been no 
bond deposit whatever, the loss to it would have been but $1,139,253, and of this 
amount $958,217 re)>resents the Iobh i>y lianks whose trusts are still open and will 
pay further dividends, thus reducing the amount last named. 

My comment on this is that no one knows what would have happened 
^*if." We do know that the safety-fund system of the Baltimore plan 
failed disastrously in ]^ew York, that the Suftolk system failed expen- 
sively in emergency, and thatevery other but the one national-banking 
system of note issue has been costly to the people of the United States. 

I desire to ask if I may submit this paper with reference to the experi- 
ence of France that I referred to this morning. 

The Chairman. Certainly. 

Mr. Haugen. It is understood that he may oflfer anything he 
desires. 

The Chairman. Certainly. 

Mr. St. John. With your permission, then, I will append this matter 
in proper sequence for the printer, following the paper read this morn- 
ing. 

Mr. Johnson, of Indiana. Pardon me. Mr. Chairman, I believe a 
meeting for the committee has been appointed for to-night. It will be 
very inconvenient for members to come up here, and I desire to move 
that we now go into executive session, with a view of seeing if we can 
not attend to our business and avoid a night meeting. We are all 
tired. Mr. St. John has been heard at length, and it seems to me that 
he might have made these attacks or refutations in the time he has 
occupied, instead of going so extensively into a discussion of the silver 
question. I think he should be allowed to put himself on record with- 
out testifying. 

Mr. St. John. I only desire to refer to two or three other matters. 

The Chairman. Mr. St. John can state briefly what he desires. 

Mr. St. John. Mr. Horace White, on page 85 of the report of these 
hearings, said, in commending the safety-fund system of bank notes': 

Both systems (the New York safety-fund and Suffolk systems) aim to secure note- 
holders, and hoth are adeiiuate to that end. 

I beg to offer, in rebuttal, Hon. John J. Knox, in his report as Comp- 
troller for 1876. On page xxiii he reports regarding the New York 
safety-fund experience that: 
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Contributions to the fond were first made in 1831. In 1841 to 1842 eleven of the 
safety-fund banks failed, with an aggregate capital of $3,150,000. The sum which 
had been paid into the fund by these banks was about $86,274, while the amount 
required for the redemption of their circulation was $1,548|588. 

Mr. Walkeb. In asubsequeutreport Mr. Knox changed his opinion. 

Mr. St. John. This is no part of his opinion. I do not offer anyone's 
opinions. Facts onl^ interest me in this perilous controvesy. I will 
offer in rebnttal again of Mr. Horace White, and these points cover all 
he offered you as facts to base your opinions on, the following as to t^e 
Suffolk system. It went to pieces on more than one occasion, and it 
did not aim to maintain bank notes at par. It bought bank notes at a dis- 
count. The people have learned the value of money at par. They 
won't approve of any other. Here is the rebuttal of Mr. Horace White : 

[The Suffolk Bank, by D. K. Whitney, president of the Suffolk Bank, BiTeralde Piesn, Gambridce 
, Mi»8a..l878.] 

The basiness man of to-day knows little by experience of tbe inconvenience and 
loss suffered by the mercbant of sixty years ago arising from tbe currency in wbicb 
debts were then paid (p. 1). Suffolk Bank's charter was granted February 10, 1818. 
There were only six banks in Boston (p. 3). If any bank deposited with 6uifolk 
Bank $5,000 permanently, and more as needed from time to time, sucb bank shaU 
have the privilege of receiviug its own bills at tbe same discount at wbicb they are 
purcbaeed (p. 7). About this time, Mav, 1825 (p. 16)^ the Pboenix and Pacific banks 
of Nantucket failed to redeem their bills. • * • After a delay of two months a 
settlement was made (p. 17). Between 1831 and 1883 a ^at increase took place in 
tbe number of banks in New England. « * • The Sulfolk Bank became over- 
loaded with bills (p. 23). 

Durinff tbe winter of 1835-36 thirty-twd new banks were chartered. « • • 
Many ox these banks with little or no real capital; specie was borrowed one day to 
be counted by tbe bank commissioner and replaced next day by the notes, of stock- 
holders; tbe bills of these banks, loaned in violation of tbe usary law at high rates 
of interest, were used in tbe wildest speculations. * * * These bills poured in 
npon the Suffolk Bank until forty- four banks were overdrawn $664,000, and Suffolk 
Biank rebelled (p. 25). * * * The threatening storm now broke (May, 1837); 
Suffolk Bank, in common with other banks, suspended specie payments (p. 28). 

* ^ * Suffolk Bank's total losses by Eastern banks was very great (p. 30). 

* * * About this time (1844) arrangement was made witb bankers and otbera 
in New York to receive New England bills at one-tenth of 1 per cent discount (p. 38). 

* "^ * In December, 1855, the difficulties attending the business bad become so 
ffreat that the propriety of giving it up was discussed. It was decided to continue 
it (p. 52). During tbe five years preceding 1857 a large increase of banks took place 
in New England. * « « Speculation was rampant, • * • * specie reserve waa 
low. • * * loans had increased, so that the banks were in a very poor position to 
witnstand tbe panic wbicb then took place (p. 55). On October 14, in common witb 
other banks and on recommeodation of tbe clearing bouse, tbe Suffolk Bank su»> 
pended specie payments (p. 56). 

Mr. Johnson, of Indiana. What went to pieces t 

Mr. St. John. The Suffolk redemption system, not the Saffolk Bank. 
That is a prime national bank to-day; and we are one of its corre- 
spondents in New York. That note-redemption system was utterly 
inadequate. It was a disastrous failure at three distinctly separate 
times. 

Mr. Johnson, of Indiana. What broke downt 

Mr. St. John. The whole system known as the Suffolk Bank note^ 
redeeming syntem. The whole thin^c broke down because too much 
work was put upon it. It was not equal to the occasion. There was 
not specie available with which to fulfill obligations created and floated. 
!Nothing similar would fare better to-day. 

Mr. JotiNSON, of Indiana. The distinguishing feature of that system 
was the redemption of bank notes t 

Mr. St. John. Yes; they did not always have the means to redeem 
the notes. 

NAT CUB— 24 ^ T 
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Mr. Johnson, of Indiana. I do not want to seem to be disooarteons 
to Mr. St. John, bat much be has said, in my opinion, has not been 
relevant. If he desires to make a direct reference that will occupy bat 
a few moments, I have no objection to his doing so, or to his inserting^ 
in the record some quotation that he thinks desirable. But I do not 
believe that it is necessary for us to hear these matters in extensu. 

The Chairman. How mnch time do you desire, Mr, St. Johnt 

Mr. St. John. If I can have five minutes I can say all I desire. 

The Chairman. Proceed. 

Hr. Wabneb. I understand that Mr. St. John is at liberty also to 
extend his remarks and put them in the shape he wishes to have them 
appear in the record. 

Mr. St. John. After a proof is sent me I can make my revision! 

Mr. Wabneb. Yes. 

Mr. St. John. With regard to the testimony of Mr. Butler, of N'ew 
Haven, I will say that he is my personal friend, and knows that I esteem 
liim highly. We differ in our notions as to money. He seems to have 
«aid that if free coinage of silver were tx) be provided he would sell out 
everything and invest in real estate, '^because I could raise my rentals 
and get a fair return for my money." I would rejoin that if there were 
no prosperity accompanying fcee coinage his tenants could not stand a 
rise in rcTit, if they could pay any rent at all. 

A similar prediction was attributed by the Kew York papers to my 
warm personal friend, Mr. George S. Coe. president of the American 
Exchange National Bank of New York, and chairman of the flnancerom- 
mittee of the Chamber of Commerce, in connection with the Bland- 
Allison act of 18 8, as that enactment might aifect specie payments 
in 1879. Our newspapers attributed to Mr. Coe the assertion that he 
would give $50,(KK) to purchase first place on the line at the subtreaaary 
in New York to demand gold for greenbacks on January 1, 1879, if the 
Bland- Allison act were not vetoed by the President. The act became a 
law over the veto, and against the predictions of the New York papers of 
a cataclysm if it should. In 1880, while the Bland act was in exeoutiony 
and 75.'0(K),(K)0 of silver dollars were already coined, the United States 
imported $75,000,0(K) more than it ex]>orted of gold that year; and in 
1881, after $105,000,000 of silver dollars liad been coined, the United 
States imported $97,000,000 more of gold than it exported that year. 
And remember that S'>5,000,0n0 of gold was imported after $71,000,000 
bad been ext)orte<l, while the Sherman Act repeal was still pending 
and uncertain in 1893. 

I desire to say also that I object to the cx>nclusion8 of Mr. Hepbam^ 
when Comptroller of the Currency, <m page 32 of his report for 1892. 
Mr. Hepburn is now president of the Third National Bank of New 
York. On that page 32 he said: 

Over 90 per cent of all bnsine»s tranRactions are done by means of credit. When, 
the public lotie cuutidence iiud credit is impaired and refused, over 90 per cent of all 
bnttini*68 trausnctions are dirt ctly atieuted. It is easy to realize bow impossible it is 
for the reiiiaiuiiig 10 per cent <>f iiioney to carry on the busintrss of the country with- 
out monetary stringeucy and tinancitil diHtti ss. 

Ninety per cent of the banking business may be conducted in credit 
substitutes for money, hut the banking business is only a i>ortion of all 
the business of the United ^States. The buying of cotton and of grain 
from Hist hands, called the ^' first movement of the crops,'' is done 
mostly with actual money, lihilroad fares and city travel are paid for 
in actual money. Much of the retail business of the country of all 
kinds and pay rolls, etc., employ actual money, as Comptroller Eckels 
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in his recent report shows. The aggregate of all other than the banking 
business, therefore, is vast, and employs a vast aggregate of money. . 

I desire further to object to Canada as a cnterion for the United 
States, as advanced by Mr. Horace White and Mr. Cornwell. 

Canada will be a criterion for the United States when the eagle takes 
dictation from the humming bird. 

The total population of all the provinces composing Canada is less 
than 4 860,000; the population of the State of Kew York alone is 
5,900,000 ; population of the United States, 67,000,000. The circulating 
notes of all the chaitered banks of Canada are less than 940,000,000 ; 
the gold coin in the clearing-house banks of New York City, Novem- 
ber 25, 1894, was $96,000,000. The aggregate resources of all the char- 
tered banks of Canada was less than |315,000,(KK) ; the ^aggregate 
resources of the clearing-house banks of New York City alone exceeds 
$1,434,000,000 ; the aggregate resources of the State and national banks 
of the United States exceeds $7,340,000,000. 

Canada's bank act was '^ assented" to May 16, 1890. It has had no 
strain upon it Thirty-nine banks compose the system which it governs. 
The United States statutes, on the lines pro))osed by Secretary Oar- 
lisle, would govern 8,000 banks (State and national). 

I desire, finally, to submit for the consideration of the committee the 
following concurrent resolution intoduced in the Senate by Senator 
Matthews December 6, 1877, which passed the Senate January 25, 1878, 
and passed the House promptly thereafter: 

Tkertfortf he U resolved by the Senate {the Boiue of Bepreeeniaiivee oonourring therein). 
That all the bonds of the United States issued or antnorized to be issued under the 
said act of Congress hereinbefore recited are payable, principal and interest, at the 
option of the Government of the United States, in silver dollars, of the coinage of 
the United States, containing 412^ grains each of standard silver ; and that to restore 
to its coinage suon silver coins as a legal tender in payment of said blinds, principal 
and interest, is not in violation of the pulilic faith, nor in derogation of the rigots 
of the public creditor. 

Mr. Stanley Matthews died a justice of the Supreme Oourt of the 
United States. 

Mr. Chairman and gentlemen, I hope you will overlook the defects of 
my statements. My nervousness iB due to my severe cold, which kept 
me coughing half the night. I apologized for it in advance; and I 
thank the committee for its kind attention. 

Mr. Johnson, of Ohio. I move that the hearings be now closed. 

The motion was agreed to. 

Mr. Johnson, of Indiana. I move that the committee go into execu- 
tive session. 

The motion was agreed to; and at 3.54 o'clock p. m. the committee 
went into executive session. 

The Chairman. Mr. William B. Dana, editor of the Commercial and 
Financial Chronicle, of New York, who was invited to address the com- 
mittee, has forwarded the following letter, transmitting an article from 
his journal, giving his views as to the adjustability and safety of bank 
notes: 

Kbw Tobk, December 15 j 1894. 

Deab Sib: I have written a short article in the Chronicle issued 
to-day on what seems to be the most important feature of a new bank- 
note sy.*tem. As you desired my views on the questions now before your 
committee, I take the liberty of sending you a copy of the paper, and 
have also sent a copy to each member of your committee. 
Yours, very truly, 

William B. Dana. 

Hon. William M. Spbingeb. , ^^^i^ 
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The article is as follows: 

"THE ADJUSTABILITY AND SAFETY OF BANK NOTES. 

" Ab the week closes the Indications are that the Banking and Oar- 
rency Committee will report Mr. Carlisle's currency measure to the 
House on Monday or soon thereafter. We think this step is taken not 
because the majority favor the bill as it now is, but in deference to the 
Administration and to hasten the progress of the subject-matter for 
legislative action. There are obvious defects in the bill as it stands, 
n^ing amendment, and yet it has also some admirable features which, 
can be utilized, so that altogether a good system and a rectification of 
our Government issues may be put into operation speedily, if the senti- 
ment of the Senate and House on currency matters has been sufficiently 
progressed by the events of the past few months. 

^^ It is impossible to say much in one short article on so broad a subject. 
There is, however, a point in this discussion with reference to a new 
bank-note system at which the advocates of reform divide and separate 
into two distinct bodies, getting farther and farther apart as the details 
of any plan are unfolded. By fixing the attention on that feature and 
analyzing the existing differences of opinion in that particular between 
men equally earnest and honest, it may be that a more perfect union of 
sentiment can be obtained. An effort for such a union is highly desir- 
able, for the views held now are so antagonistic — not as apparent ia 
the general purpose as in the arrangement of the details — that both 
can not be right; one or the other position must be abandoned nn 
formulating a new system. 

" The difference referred to grows out of a preference between the 
choice of methods suggested by the alternative whether, in providing a 
bank-note system, elasticity or safety is the prime consideration. That 
is, should the aim first be to devise a note that is safe — " as good as 
gold," as one writer has expressed it — and then try to make the system 
responsive to commerce, or should we first make it elastic, that is, 
responsive to commerce, and then make the note as safe as it can be 
made consistent with perfect elasticity. A very considerable body of 
our people start with a firm belief that the present national-bank note 
system is a perfect model, claiming that since no man ever lost a dollar 
fipom the use of these notes, that it has been and is what we must have 
again. On the other hand^ a large number say that the use of bank 
notes is to facilitate cotnmercial transactions, and as there are tides in 
those transactions, periods in each year and periods among the years, 
when the body of merchandise to be moved and the body of exchanges 
occurring vary greatly, so there should be corresponding currency tides. 
In other words, the system ought to be so planned that the quantity of 
the notes outstanding will always and automatically adjust itself to the 
varying extent of the commercial requirements. These words express 
in brief two classes of thought, one or the other of which, as already 
said, must control in the formation of a bank-note plan, for both condi- 
tions can not be brought to perfection in the same contrivance. 

" We say the two can not be in perfection in the same system, because 
what is intended by " perfect safety," or " as good as gold," is the con- 
ferring upon a commercial instrument — upon a mere promise to pay, 
which is all that a bank note can be — the quality of parsing everywhere 
like gold, being hoarded like that metal, never consequently seeking 
its issuer, but enjoying a grade of confidence, that public credit alone 
enjoys. This position can be secured only when no easy and quick 
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method of redemption is adopted, and when the Government in some 
form is made sponsor to tlie promise — a situation which, if created, will 
ever after prevent the note from being in touch with commerce, that is, 
from going into and out of the issuer's vaults in response to the varying 
degrees of commercial activity, such as call for an increase or decrease 
of the volume of currency afloat. 

^^ If we were to subject the Baltimore plan and Mr. Carlisle's plan to 
this test we should say that neither of them was satisfactory; in one 
feature Mr. Carlisle's plan is the better though not perfect, but in the 
other the two are alike lacking. The point in which the {Secretary's 
arrangement is preferable is with respect to tlie Government indorse- 
ment; his scheme does not provide any such liability. On the other 
hand, the Baltimore plan states that ^^the notes of insolvent banks shall 
be redeemed by the Treasurer of the United States out of the guaranty 
fiind if it shall be sufficient, and if not sufficient then out of any money 
in the Treasury, the same to be reimbursed to the Treasury out of the 
guaranty fund when replenished either from the assets of the failed 
banks or from the tax aforesaid." This provision we consider is objec- 
tionable, both because it puts the Government into the banking business, 
and also because no currency can be responsive to commerce which 
circulates on and enjoys the credit of the Government. 

^^ Noroatter in what way theGovernmentrespousibility may be attached 
to the promise, it takes from the mobility of the note. That, of course, 
is the more obvious when the method of securing this responsibility is 
by the use of a United States bond, as is the case at present with our 
national-bank notes. Mr. Hepburn remarked upon this point at the 
bankers' convention when the Baltimore plan was under discussion. 
He stated that no bank-note device secured by stocks or bonds could 
possess elasticity. '<A currency to be elastic must be issued against 
credit." "In no other way can it meet the wants of commerce." Mr. 
Homer on the same occasion said: "Our currency must be supplied by 
the banks, not by the Government. • • • The banks are the arter- 
ies of commerce, feeling instantly the changes of commercial activity 
and intimately acquainted with its volume and requirements. • ♦ • 
Hence the cnrrency must be elastic, stretching out over the broad 
expanse of business activity, able to supply its fullest wants, and con- 
tracting again as the strain of commercial vitality relaxes." Mr. Car- 
lisle, in his recent report, made much the same assertions, showing how 
unsuitable the present bank-note device is for meeting great exigen- 
cies, that is occasions when commerce needs quick currency expansion, 
and, he might also have added, when it calls for corresponding tem- 
porary retirement. We have ourselves several times referred to the 
same defect; the last two occasions were about two months ago (Octo- 
ber 13, p. 622, and October 27, p. 719), when we si)ecifled some of the 
difficulties interposed to the automatic expansion and contraction of 
a bank cnrrency based upon stocks or bonds or the credit of the 
Government. 

"Both of these plans are also defective in the matter of redeeming 
agencies for the note. The Baltimore scheme, instead of providing a 
method with as little friction and as much within the lines of commerce 
as possible, makes the redemption the same as now exists under the 
national banking law. Consequently Washington, the capital of the 
country, and in no sense a commercial center, becomes the axis around 
which this " flexible currency, responsive to the demands of commerce," 
must revolve. We can do no better than to quote the words of Mr. 
George A. Butler, of New Haven, on this point, who gave his views th^ 
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oorrent week to Chairman Springer and the members of the Banking 
and Onrrency Committee: 

'' ' One thinff [be said] he would insist upon, and that was that a central redemptiofi 
bnrean sbonld be maintained in New York, smo« banking, being a purely eommeRiial 
and not a political business, should be centered in the oommerolal rather than the 
I>olitioal capital of the country. By having redemption conducted at the point to 
which nearly all the notes of banks all over the country were attracted, the redemp- 
tion process would be made quick and easy and the profit and the security of the 
clronlation of all the banks tnereby promoted.' 

^^This feature of quick, easy, and natural redemption in place of the 

artificial and circuitous affair maintained at Washington is so essential 
to the keeping of any bank-note currency subject to and its quantity 
under the iufluence of commerce, we should think it would commend 
itself to every experienced banker desiring to make the new note sys- 
tem safe and to put it beyond the power of deranging oar industries. 

^If, then, the bankers who prepared the Baltimore plan really meant 
what they said, will it not be necessary for them before they can attain 
the ends they are seeking (1) to take out the clause which makes the 
Government sponsor for the note and (2) to change the method of 
redemption t" 
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ADDENDUM. 

On page 49 of the hearings, at the close of the second paragraph^ 
tlie Secretary of the Treasury sabmitted a table showing the compar- 
itire profits of circulation under the proposed plan and under the 
exlsling law. This table was prepared m the office of the Gomptrcdltr 
of the Gturrency, and is as follows: 

SkBimumi •kowingjfn^t accruing ie a hank Utuina circulation upon the plan progo$eA k^ 

Hie Seoeetarjf qf the 3(reaBury,. 

[Prapand by tli« ConqytNller of tbe Cnrrenoy.] 

Under plan propoeed by the Secretary : 

A l>ank witli $100,000 capital could receive $75,000 in notea, but must deposit 
$22,500 in legal tenders. 

$75,000 loaned at 6 per oentwonld yield $1^500.00 

Dednct expenses, ete., viz : 

Loss of interest on $22,600 investedin ' * legal tenders " depos- 
ited (at 6 per cent) $1,350.00 

Annual eost redemption of $75,000 cironlation 37. 50 

Express charges on $75^000 circulation t 50 

Ceetofplatee for $75,000 circulation 6.25 

Agents' fees on $75,000 circulation 5.82 

(This ebarge is baaed on cost of present plan of redemp* 
tion,) 
One-fourth of 1 per cent tax on $75,000 for « safety ftind'' . « 187. 50 
0Be-fonrth of 1 per cent tax on $75,000, bniem expenses l^BT. 50 

1,777.07 
1 per cent tax on $75,000 te ''aafoty fond," flist year 760.00 

2,527.07 

Net profit on $75,000 first year L 972.9$ 

Net profit on $75,000 after first year 2,722.9$ 

JStaiewient Bhawing profit accruing to a hank i99uing cHrculation hated upon a depoHi qf 
United Statee gper cent honde^ Octoher 3J, 1894. 

Amount of bonds necessary to secure $75,000 circulation $86,805.55 

Interest on$^805.55 bonds (costiuff, at96 per cent, $83,883.83), at2peroeat 1, 736. 11 
Interest on $7(^000 circulation, at 6 per cent 4^600.00 

Gross profits 6,236.11 

Pednst: 

1 per cent tax on $75,000 circulation $75(L00 

Annual cost of redemption 37.60 

Express charges 2.60 

Cost of plates for circulation 6.00 

Agent's fees 5.88 

801.8$ 

NetproflU 5,434.28 

$83,8381 (cost of bonds) would yield, at 6 per cent 5,000.00 

Net profit in favor of circulation 434. 28 
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Statement ehoving profit aeoruing to a hanh i$9uing eireulati&n hoied upon a deposit of 
Vnited States 4 per cent honde, October SI, 1894. 

Interest on $83,333.33 bonds (worth, a tll5, $95,833.33)^ at 4 per cent $3, 338. 83 

Interest on $75,000 circulation, at 6 per cent 4,500.00 



Gross profits 7, J 

Dednct: 

1 per cent tax on $75,000 circulation $750.00 

Annual cost of redemption 37. 50 

Express charges 2.50 

Cost of plates for circulation ^ 6.00 

Agent's fees 6.83 

Sinking fund (reinvested quarterly) to liquidate premium . 670. 00 

Net profits 6^361.50 

$95,833.33 (cost of bonds) would yield, at 6 per cent 5,750.00 

Net profit in favor of circulation 611. 50 

Statement skewing profit accruing to a hank iss^ng wrenlation hosed upon a deposit of 
Inited States Spit cent bonds, October SI, 1894, 

Interest on $83,333.33 bonds (worth at 119 $99,166.66) at 5 per cent $4, 166. 66 

Interest on $75,000 circulation at 6 per cent 4,500.00 

Gross profits...: 8,666.66 

Deduct: 

1 per cent tax on $75,000 circulation $750.00 

Annual cost of redemption 37.50 

Express charges 2.50 

Cost of plates for circulation 6.00 

A gen t's fees 5. 83 

Sinking fund (reinvested quarterly) to liquidate premium. . . 1, 355. 00 

2,156.83 

Net profits 6,509.83 

$99,166.66 (cost of bonds) would yield, at 6 per cent 5,950.00 

Net profit in favor of circulation 559.83 

Statement showing profit accruing to a bank issuing circulation based upon a deposit of 
United Staiee 6 per cent bonds, October SI, 1894. 

Interest on $83,333.33 bonds (worth at 108 $90,000) at 6 per cent $5. 000. 00 

Interest on $75,090 circulation at 6 percent 4,500.00 

Gross profiU 9,500.00 

Deduct: 

1 per cent tax on $75,000 circulation $760.00 

Annual cost of redemption 37. 50 * 

Express charges 2.50 

Cost of plates for circulation 6.00 

Agent's fees 5.83 

Sinking fund (uninvested quarterly > to liquidate premium ... 1, 650. 00 

2,451.83 

Net profits 7,048.17 

$90,000 (cost of bonds) would yield, at 6 per cent 6,400.00 

Net profit in favor of circulation .: 1,648.17 
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